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. PART L 
ON MONEY. 



DfiAR Silt, 

lii laying before the public the following 
obdervatiotid) in the form of & letter to you, I 
freely confess that I am mainly actuated by a 
hope that I may thr^iigh the attraction of your 
name se6nre for them a degree of attention whioh 
I cannot flatter myself will be accorded to mine. 
Nor is tanity the simple motive TThioh induces 
me to desire that a numerous body of readers may 
honour my arguments with a perusal ; in addi- 
tion to this natural feelings I am further influ- 
enced by a 6rm persuasion that the general 
principles adtoeated in these pages, however 
feebly supported, are nevertheless correct, and, 
that if adopted by the public, and carried into 
effect by the Legislature, they would materially 
tend to the benefit of the community. In say- 



ing this I claim for them no peculiar origi- 
nality — most, if not all, of them have been 
already brought forward either by myself or by 
others — and I have made no scruple of appro- 
priating the truth wherever I could find it. 

Having thus explained my motives for under- 
taking my present task, and ray especial reason 
for addressing myself to you, I should do injustici^^ 
to my own sentiments was I not to give expres- 
sion to those feelings of respect and gratitude 
towards you with which our intercourse during * 
the proceedings of the Committee in the last 
Session of Parliament inspired me. On every 
occasion when we met, either in public or in jpri- 
vate, I was treated by you with the greatest 
degree of kindness and courtesy, and I uniformly 
discovered an anxious desire on your part that 
my opinions should be fully and fairly brought 
forward in such a way as to render my position 
as a witness engaged in the difficult and not 
very agreeable labour of explaining my views 
upon questions respecting which the public 
mind is imperfectly informed, and by no means 
free from prejudice and error, as little irksome 
as possible. I could wish to enlarge upon this 
topic, but it is perhaps more prudent, and cer- 
tainly more delicate, to refrain from further 
allusion to matters which are personal to my- 
self, and I therefore proceed at once to my 
subject. 



The vast expansion in the range of the various 
scienoes which has taken place within a few 
years cannot fail to give rise to serious reflection. 
Life is not now long enough to enable even the 
most studious man to obtain a reputation for 
encyclopaedical knowledge, and the .time is ra- 
pidly approaching when renown in the ranks of 
learning and philosophy will be reserved for him 
who has mastered one of the many branches 
into which each separate science will then have 
divided itself. This tendency to expansion, 
though more peculiarly remarkable in physics, 
is also very conspicuous in the moral sciences. 
Adam Smith probably thought that he had left 
but little of the domain of political economy un- 
explored ; the public attention, however, is now 
engrossed by questions connected with one single 
branch of that science, viz. the currency, so 
refined and intricate as to have eluded his 
observation. The numerous pamphlets which 
appear from day to day on this subject exhibit, 
on the part of their authors, so great a diversity 
of opinion as to demonstrate the incomplete state 
of our knowledge. Many points still require 
elucidation, and one of these it is now my 
purpose to examine. I allude to that which has 
been termed by some writers the Auxiliary Cur- 
rency, by which are meant the various processes 
employed for the purpose of dispensing with the 
use of coin or bank-notes in the adjustment of 
transactions, and whidi, in ofder to avoid the 



8 



risk of anticipating the reader's conclusions, I 
should prefer to denominate the means of econo- 
mizing the use of money. 

An inquiry into the means of economizing 
money must necessarily be based upon an exact 
knowledge of what constitutes money, its nature 
and functions. A short sketch, exhibiting my 
views on this point, will therefore form the 
first part of this letter. The whole subject is 
highly interesting as a matter of scientiiic inves- 
tigation, but it is still more important at the pre- 
sent moment on account of its direct connection 
with the questions now pending in the House of 
Commons. 

It is plain that the endeavours of Parliament 
to establish a sound system of legislation re- 
specting the currency must necessarily fail, unless 
they be founded upon a correct and a complete 
view of the various particular items which .unite 
to form the currency, and of the principles 
upon which its regulation ought to depend. 
Ignorance upon these points would probably lead 
to the enactment of laws, either more or less 
extensive than the objects they are intended to 
embrace, and thus produce one of the two 
opposing evils, neglect of remediable mischiefs, 
or an unnecessary, and therefore mischievous in- 
terference with the free agency of individuals. 

In entering upon the proposed discussion, two 
courses are open to me ; either to give my own 
views in that order which I think will make them 



8 

most clear^ without noticing the adverse opinions 
held by other persons except incidentally^ or in 
. the way of appended notes ; or, to treat the ques- 
tion polemically, and endeavour to elicit what 
appear to me correct opinions from an exami* 
nation and confutation of those maintained by 
others. The first course I prefer, as it will save 
my readers the toil of wading through the vast 
and heterogeneous mass of documents of all kind$ 
which have recently accumulated on most ques- 
tions connected with the subject in hand. 

In the ensuing pages I have usually employed 
the term ** Money" instead of " Circulation" or 
" Currency," because the first is made use of by 
every body to designate the real universal repre- 
sentative of value and nothing else ; while the 
terms Currency* and Circulation, although often 
used in a similar sense, are loaded with asso- 
cialjons which tend unconsciously to mislead 
the minds of both author and reader. In their 
strict meaning, these words imply movement, 
activity, and it looks like a contradiction to apply 
them^ for instance, to a bag of sovereigns forming 
part of a Banker's reserve, which may remain in 
his strong room for twenty years. Occasionally, 
iowever, they are convenient, and may be em- 
ployed without risk of giving rise to a miscon- 
ception of the sense in which the terms are used ; 
in such cas^s I h^ve not scrupled to take them 
ift to my service. 
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I have already observed that in order to be 
able to enumerate the various contrivances used 
for economizing money, and to point out the 
effects they produce, it is previously necessary 
to understand the nature of money itself, and to 
form clear notions of the functions performed 
by it. 

Man has been defined by some philosophers to 
be the trucking or bartering animal. Certain it 
is that no tribe has hitherto been discovered in so 
low a state as to be utterly ignorant of the advan- 
tage to be derived from the exchange of one 
commodity against another, so as invariably to 
confine each member of it to the use of things 
which he has either found, or made himself, or 
obtained by gift or plunder. One of the first 
steps in the advance from such a state of ex- 
istence little elevated above that of the brutes 
must have been a discovery of the benefits which 
follow from an exchange of the surplus of any 
given commodity possessed by an individual 
beyond his immediate wants, for the surplus of 
some other commodity belonging to another 
person. The advantages thus obtained by both 
are too obvious to require elucidation. The sub- 
sequent effects which arise from a system of mu- 
tual exchanges, especially those connected with 
the division and combination of labour, have been 
explained by many writers, and nqed not therefore 
here be insisted on. If, however-^ the ingenuity 



11 

of mankind had stopped at a discovery of the 
benefits to be derived from simple barter, but 
little good, comparatively speaking, would have 
been obtained. The man who had a deer too 
much and had broken his only spear would often 
be unable to find a neighbour who had two spears, 
and wanted venison. The next great step then 
was the discovery of some commodity which all 
persons, at all times and places, would be ready 
to receive in exchange for those things of which 
they might possess more than they required. 
This commodity, thus possessing*the property of 
universal exchangeability, and being also the sign 
and equivalent of value, is called Money. 

It is probable that the commodities first used as 
money were such as possessed some great, ge- 
neral, and immediate utility, salt or skins for in- 
stance, both of which are even now so employed 
in some parts of the world. But a trifling advance 
in civilization would show that this money was 
deficient in some very essential qualities, the 
most important of these being fixity of value, in- 
destructibility, and the po^jwWf being multiplied 
and divided with facility, >%:«8 To adapt itself to 
every amount of value gi'eat or small. It was at 
length discovered that in these, as in other 
respects, the metals are preferable to all other 
commodities ; and, finally, that among the metals 
gold and silver possess all the desirable qualities 
in the highest degree. 
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The metals employed as motley were first 
exchanged againfit other commodities by weight, 
but in process of time it wius found that this plan 
admitted of great imptovement, especially in 
their ready and immediate fitness for the pul^ 
poses of exchange to any amount whether great 
or small, and in the facility of ascertaining their 
comparative purity ; this improvement consisted 
in the introduction of a coinage, that is to Say, 
in the issue, nnd^r the authority of the sovereign, 
of pieces of metal of a certain si%% weight, and 
standard, in that variety best suited to the wants 
of the community. 

The above sketch of the mode in which money 
was introduced in order to facilitate the exchange 
of commodities will enable us clearly to perceive 
its most essential properties :— Ist, That it is a 
sign or representative of value. 2d. That it is a 
standard of value. 3d. That it is an accurate 
measure of value from the highest to the lowest 
degree. 4th. And as a corollary, That it is in 
universal demand and forms the general medium 
of exchange. The final result of its possessing 
these properties is that the civilized part of man* 
kind, at all times and in all places, are willing 
to receive it to any extent in exchange for all 
articles which they may wish to sell. 

Metallic money was the invention of a distant 
period, when the arts and sciences had made com- 
paratively little progresSf Suoceeding ages have 
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QndQavQwad to iotroduce a further improveni^fit by 
tho employioeat of paper^money^ which doubtlesia 
aiirpasaes it in* the two qualities of oheapii693 aud 
convenience, but is defici^t in the 9tiU more esi^en-* 
tial qualities^ fixity of value and universal ex- 
chaQgeability« Upon paper-^teoi]«y more will be 
s»id hereafter ; at pre^e^t it is de^ifable to explain 
hrii^Sy some of the «iost remarkable incidents be^ 
\wgm «o the pr^ious loetals when used as eoin. 
With a. view to sci^otific precision, I should 
define money ta be the commodity or eommo-> 
dities whfeh form the universal sign orrq)re- 
sen.tative, standard, and measure of value, and 
medium of esechange; but the following defi^ 
Uiition, althoi^h le^ strictly scientific^ would 
probably best express the notion» commonly enter- 
tained of its )ia;tur0<i it is that eemmodity which 
by Iftw aud custom is universally receiv«l in 
eixolw^ for other commodities md m payment 
of debts* 

Thet valuer of gold and silver^ like that of other 
Qommoditidi, depei>ds upon their costs of pro* 
duotion. If a quarter of maize in Mexjjeo, grow- 
ing op the womt: la^d in cultivation, is ordinarily 
produced by an. expenditure of capital and laho^ir 
equal to thfijt ^hich will ordinarily produce three 
dollajr^ from th^ pi>or0$t. Kiipe *hicb payvits 
expocvies, not in^uding reot, the a^iierage price q£ 
%^wme wiU be threci doHai^a per quarter. I say 
the avera^ pric/ii taJciog % mumJl^ el yeara into 
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the calculation; for at each particular moment the 
exchangeable value of silver will be regulated, like 
that of all other things, by the relative propor- 
tion of the supply/and demand. 

In those countries which do not immediately 
produce gold and silver, the value of those metals 
is determined by the amount of the goods pro- 
duced in such countries which will exchange 
against them either in those parts of the world 
where the mines are situated, or in others where 
the gold and silver may have been obtained by a 
previous purchase. The value of gold or silver, 
when exchanged against one or more commodi- 
ties, say cotton goods or hardwiare, in a country not 
producing these metals, being thus ascertained, 
the means of fixing the price of all other articles 
in that country is readily furnished by a series of 
comparisons between the cotton goods and hard- 
ware and such other articles. These comparisons, 
although apparently complicated and difficult, are 
readily eflfected, as it is the interest of all buyers 
and sellers that they should be soon andkiccurately 
performed. 

The value of the precious metals in each par- 
ticular country being fixed in the manner thus 
described, the whole quantity existing and ap- 
plicable as coin or bullion is distributed among 
all the countries in question <hi a principle of 
competition, by which is allotted to each such 
a quantity as will afford to all the means of cir- 
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culating the commodities which they possess 
with the same proportionate facility, leaving 
their commercial intercourse with each other 
exactly upon the footing it wpiild occupy was it 
simple barter. 

If, in one of these countries, owing to an issue 
of Bank-notes, or to any other circumstance, the 
use of gold and silver is economized, or in other 
^ words, less gold and silver is required, general prices 
in thgif country will rise, gold and silver will be- 
come redundant, and the surplus will be exported 
and distributed among the other countries upon 
the principle which regulated their original dis- 
tribution. Should an altered state of things, 
such as the restoration of a metallic currency, 
require an importation and permanent increase 
of the precious metals, they will be finally ob- 
tained from all the countries previously possessing 
them, other things remaining equal in about the 
proportion of the stock they each previously held. 
In the former case their general value will slightly 
fall, in the^latter it will be somewhat raised ; but in 
neither case will the effect begreater in that country 
where the disturbing cause originated than in others. 
Speaking practically, the effect produced by this 
cause on general prices is inconsiderable, owing 
to the smallness of the quantity displaced when 
compared with the whole existing mass of gold 
and silver. Those who clearly perceive the force 
of the above reasoning will be able to appreciate 
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the futility of the arguo^enbs which attribute a 
f\ fall lu general prices to the extent of^ say fifty 
per cent y to such measures as PeeVs Bill, or the 
recall of £1 aad £2 notes. 

, It thus appears that the value of the precious 
metals measured by commodities^ or, in ot^er 
words^ the price of coiumodities measured by the 
precious metals, does not depend on their absolute 
or comparative quantities, except £>r a short period, 
but upon the cost of raising them from the minc^ 
or of producing those articles by which they are 
^wchased. Thus England might now possess only 
ixalf aa mach.gold aud ailver a» she did fifty years 
ago^and have more commodities and of greater value 
to be exchanged^ while the rang^ of prices, might 
now be higher than at that period,^ if by a more 
extended use of paper-money^ or by improvements 
in the system of banking, a given number of ex- 
changes can be adjusted at present with a less 
<^uanUty of coin than was required for the same 
purpose at the former period. It also follows 
tjl^at although taxation, monopolies, and some 
other things affect prices, yet the principal rea- 
son why England is a dearer country than France 
02: Germany^ and Germany and France than Swe^ 
den or Poknd, is,, that a given quantity of Eng- 
lish labour employed in productipn will furnish 
coixunodities for which more silver and gold is 
given in Mexico and Brazil, than for the result 
of a similar amoimt of French or G^erman labour, 
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and that the latter possesses a like superiority over 
Swedish or Polish labour. 

The exchange is said to be at par between 
two countries, if a bill at sight, paid for in one 
country by a certain amount of gold and silver 
of a certain fifieness, will, when li<^idated, pro- 
duce the same iquantity of gold and silver of the 
same fineness in the other country. . Suppose 
th^t country A^ from any accidental circum- 
stance, say a subsidy, or the purchase of corn 
in consequence of a bad harvest, is called upon 
to pay a large sum to country B; in that 
case Bills of exchange on B will be first sought 
after.' The amount of such bills will depend 
on the previous commercial intercourse, and 
under the influence of this extraordinary demand 
they will therefore rise to a premium ; in other 
words, the exchange will fall in country A until 
it becomes advantageous to export coin or bullion 
instead of purchasing bills; The export of coin and 
bullion will cause general prices to fall in country 
^ and to rise in By and prices .will continue to fall 
in A and to rise in B, supposing the debt owing to 
B not to be sooner discharged, until it becomes 
more advantageous to export goods than money. 
By the transmission of commodities originating 
in this way, the balance owing will be finally 
discharged. 

A question may here be raised upon which a 
few. remarks will not be inappropriate. What 

B 
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f^re the necessary limits to that fall of general 
prices which is produced by an unfavourable 
exchange, and is required for its correction in a 
country whose currency consists of coin or con- 
vertible paper ? 

. I have already explained that the first effect 
of an unfavourable exchange is an export of gold 
and silver, and that the result of this export will 
be to lower prices in the country that parts with, 
and to raise prices in that which receives them, 
and that this operation will continue until either 
the debt owing is discharged, or until it becomes 
advantageous to pay the balance still due in 
goods, rather than in money. The extent to which 
general prices may be affected by this process 
will depend upon a variety of circumstances va- 
rying so much in each particular instance, that 
it is impossible ;to give a definite and precise an- 
swer to the question ; we can only point out what 
the circumstances are, and come to an approxi* 
mate result* These circumstances then are^ — the 
extent of commercial intercourse between the two 
countries supposed to be concerned — the number, 
value^ and variety of commodities which they 
habitually receive from each other — the facilities 
of transport, as affected by the seasons, ease of 
accessi &c. — the impediments to the natural 
operations of trade arising from restrictive and 
fiscal regulations, and monopolies. Thus taking 
two productive countries, near each other and 
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united under oue governraetit, the trade between * 
which is perfectly free, like Great Britain and 
Ireland, a very large debt due from one to the 
other might be liquidated, and a very small 
amount of gold and silver be employed iii 
making the payment — the principal part of the 
debt being paid in goods — because the alteration 
in prices, though slight, would act upon a com* 
mercial interchange, immense in extent, and con- 
sisting of a great variety of articles. A debt 
due from England to Russia, supposing those 
two countries alone concerned, might occasion a 
much greater fall of general prices, before the 
equilibrium of the two currencies would be re- 
stored^ and goods be sent instead of the precious 
metals to discharge any balance due. In this case 
the obstacles are distance, navigation closed for 
a large portion of the year, and artificial impe- 
diments the result of the absurd policy of both 
Governments. Between England and France, 
the state of things would resemble that existing 
between England and Ireland, did not the folly 
of man mar the bounty of Providence, and im- 
pose obstacles which render the channel an almost 
impassable barrier to the enterprize of the mer- 
chant. He who perceives with how small a de- 
rangement of prices a debt due from Liverpool 
or Newcastle to London, or vice versa, is paid, 
win be able to form a clear notion of the march 
of such a transaction between two distinct bitt 

b2 
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neighbouring countries, when no natural or arti- 
ficial obstacles impede it. 

There is one circumstance worth attention on 
account of its tendency to increase the transmis- 
sion of specie under an adverse exchange. The 
articles of export which might replace gold 
and silver are usually few in number, speaking 
practically, and the increased quantity of such 
goods received by the creditor country lowers 
their price in it to an extent which, partially at 
least, lessens the effect produced by the enlarge- 
ment of its currency. 

In point of fact, a debt of the kind adverted 
to is paid by an export of goods not merely to 
the creditor country, but to others which have 
commercial relations with it. Thus England may 
send cottons or hardware to Cuba in payment of 
corn imported from Russia, and the latter finally 
receive her debt in Havannah sugar. 

On the whole, then, it is impossible to answer 
precisely the question proposed. I have heard 
it assumed that £5 per cent, would be the maxi- 
mum fall in general prices, that could arise from 
the necessity of making a foreign payment. My 
own opinion is, that, under certain circumstances, 
that limit might be considerably exceeded. 

There is one fact in the existing state of things 
which has an important bearing on the matter now 
under consideration. I allude to the public debts 
owing by the different European Governments, 
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and to the State Stocks and Bank Shares of the 
United States. The certificates or other titles 
which represent these securities are readily sale- 
able in all the great banking emporia, and afford 
an easy means of remittance^ which neither wea- 
ther nor fiscal regulations can obstruct, while 
their prices are peculiarly susceptible of im- 
pressions connected with the exchanges, and the 
state of commercial interccAirse. Thus England 
may find the means of paying for foreign corn by 
a sale of Rentes at Paris, or of United States' 

Bank Shares at Amsterdam. 
* 
To guard against misconception I ought to 

observe that when a general fall of prices is talked 
of, it is not meant that every commodity falls 
absolutely, but that the fall is comparative, — that 
every commodity is lower in price than it would 
have been had not the currency been contracted. 
This is quite consistent with an actual rise of 
price in some articles, compensated for by a 
proportionally greater fall in others. In the 
foregoing observations it has been assumed that 
the currency is metallic — a supposition which 
excludes all cases in which its equilibrium is dis- 
turbed by over-issue, or other intrinsic circum* 
stances. Gold and silver would never be issued 
in excess. 

I must now say a few words upon the inei- 
dents peculiar to paper-money. Bank-notes are 
promises to pay the bearer on demand certain quan^ 
tities of gold and silver, and they represent and 
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repliice aja equal amount of coin in all ordinary 
tranaaetions. They are cheaper and more con- 
venient instruments of exchange than coin, but 
they possess no intrinsic value. We see in them the 
first instance of the introduction of credit in the 
pqrfarrqance of pecuniary functions ; still it must 
be distinctly understood that the convertibility 
of paper-money, although essential to its proper 
tegulation, is not absolutely required to render it 
a substitute for metallic money, or to secure for 
it a high exchangeable value. Thus, during the 
war. Bank of England notes were probably not 
more depreciated than an equal amount of gold 
would have been, could that amount of gold have 
been kept in circulation and its exportation have 
been prevented. In Denmark, before the attack 
on Copenhagen, a paper currency absolutely in- 
convertible, remained for many years almost on a 
par with silver; and other facts of a similar kind 
might be cited. The same result would always 
happen under parallel circumstances; the ne* 
cessity which exists for a certain quantity of 
money of some kind or other will always secure 
to that whatever it may be, which is used as 
money, a certain conventional value, indepen- 
dent of its intrinsic value. That conventional 
value may be rendered greater or less, in pro- 
portion as the thing so used as money is more or 
less strictly limited in quantity. Hence it foU 
lows that the capacity of Bank-notes to dis- 
charge the functions of money is not necessarily 
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dependent upon the public confidence in their 
immediate convertibility into coin or bullion, 
although that convertibility be undoubtedly the 
best, if not the only, means by which they 
may always be kept at a proper amount. But 
now comes the important question, — How is the 
amount of Bank-notes at any given period to be 
regulated ? Being merely a substitute for a cer- 
tain amount of coin, it seems clear that they 
should bear some fixed relation to that which 
they replace. Should that relation be equality, 
or should they be always less or always more in 
amount than the coin they represent, or some- 
times the one and sometimes the other ? It is clear 
that, supposing them to be convertible at the' will 
of the holder, they could not be kept perma- 
nently either higher or lower, and it seems im- 
possible to imagine that any advantage could 
arise from introducing alternations in this respect 
either regular or irregular. Yet we have thus 
exhausted all the possible suppositions respecting 
the principles upon which a paper circulation 
ought to be managed, supposing it to bear some 
certain relation to metallic money ; and the three 
last being rejected, we are compelled to fall back 
upon the first, which I conceive to be the true one. 
Bank-notes, then, are, or ought to be, an 
exact equivalent for a corresponding amount of 
coin; they should increase or decrease at the 
same times, under the same circumstances, and 
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to a like extent as the metallic, money which they 
replace. No paper currency can be considered 
perfect which does not fulfil this condition. It 
seems almost unnecessary to employ any further 
arguments in support of these propositions, espe- 
cially as I have not found any authority, justly 
entitled to attention, who denies their validity 
when thus nakedly enunciated, although many 
cavils have been raised against some of the con- 
sequences which necessarily follow from them. 
I will merely remark that he who denies them is 
bound to shew that something may be found 
possessing the qualities of money other than 
cheapness and convenience in a higher degree 
than the precious metals : or to point out by 
what other and more effectual means than by an 
adherence to the principle thus laid down that 
comparative steadiness of value which attaches to 
the precious metals, and so peculiarly fits them 
for discharging the purposes of money, can be 
equally secured to Bank-notes. 

The necessary consequence of making Bank- 
notes convertible, is to keep the amount of them 
upon the average nearly the same as would be that 
of the coin they represent, supposing that they did 
not exist. All the deviation that can arise from 
mismanagement will be that when the currency 
is at a maximum they will stand rather higher, 
when at a minimum rather lower, than a purely 
metallic currency would do, and that their in- 
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crease and decrease will be less regular ; in other 
words, that the oscillations in the circulation will 
be more violent and less immediately dependent 
upon the exchanges, which must, however, ulti- 
mately regulate them. 

The ready convertibility of Bank-notes into 
coin, although not absolutely essential to their 
obtaining currency even at their nominal value, 
provided their amount be restricted by other 
means, being nevertheless the best means hi- 
therto devised for regulating their quantity, it 
follows that convertibility is the first and most 
important quality that should belong to them. 
But, although the issuers be really solvent, it 
may still happen that great inconvenience may 
arise from their being liable to discredit. Now 
discredit is of two kinds, — political and commer- 
cial. By political discredit is meant that want of 
confidence in the public mind, which arises from 
the fear of civil commotion, foreign war, or other 
circumstances threatening the stability of the Go- 
vernment. By comniercial discredit is meant the 
apprehension, more or less extensive, that the 
whole or a part of the issuers of Bank-notes 
from private or commercial causes, as distin- 
guished from those of a public or political 
character, may be unable to meet their en- 
gagements. The cure for political discredit 
lies beyond the scope of these remarks ; against 
commercial discredit it is less difficult to guard. 
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On the whole, it would seem that a paper 
currency is perfect, practically speaking, if it 
be convertible — free from any risk of com- 
mercial discredit, and as little liable to political 
discredit as the peculiar circumstances of the 
country permit — and if in addition it be of ex- 
actly the same value at every moment as would 
be the amount of the coin whose place it supplies- 
Upon the system of issuing paper money 
which now prevails in all countries, a metallic 
reserve ii» maintained, usually much less than 
the amount of notes issued, but such as expe- 
rience shows to be sufficient to meet all demands 
under ordinary circumstances. Upon this plan 
it is obvious that the power of redeeming the 
paper sent in for payment depends upon the 
assumption that the amount remaining in circu- 
lation will never be reduced below a certain 
minimum. To meet the danger arising from this 
circumstance, it has been proposed by some per- 
sons to issue only notes, which should be repre- 
sented by a reserve, consisting of an exactly 
equal amount of coin and bullion. Under such an 
arrangement there would still remain an economy 
over a metallic currency, consisting, 1st, in the 
saving of wear on an amount of coin equal to the 
amount of bank-notes required to replace them ; 
2ndly, in the expense of coinage upon the portion 
of the reserve kept in the state of bullion ; the 
loss compared with the existing system would 
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consist in the diminution of the active capital of 
the country, arising from the excess of the proposed 
reserve over that maintained at present, the return 
upon which, if employed productively, can hardly 
be computed at less than 8 per cent. 

Another point connected with paper-money 
requires our attention, viz. the character of its 
issuers : these may be one or many ; the Govern- 
ment, or some one body exclusively authorised 
by it ; or joint-stock companies, and private indi- 
viduals, subject to more, less, or no legislative 
regulation. It seems impossible to deny that in 
all cases where the discretion of the Legislature 
is unshackled, a single issue under the strict 
control o^ public authority is to be preferred ; 
that under the most favourable circumstances 
paper money, issued by numierous competing 
bodies, can never possess the desirable qualities 
in greater perfection than when issued by a single 
institution ; and that, speaking practically, this 
degree of perfection is almost unattainable by a 
system of multiplied issuers. It is indeed not a 
little remarkable that, while in civilised times all y^ 9T^^ 
governments have kept the mint, that is, the i jt^^^ 
power of issuing metallic money, in their own ^ /^ 
hands, the issue of paper money, so much more ^f<i**^^ 
liable to abuse, has been abandoned in so many . «vV^>f^ 
instances to the unrestricted action of private Q 

speculation. 

An unfavourable exchange may arise in two 
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ways, either from a cause extrinsic to the currency, 
such as foreign expenditure on the part of the 
Government, the accidental cessation of demand 
for some article of export, or the sudden want and 
consequent importation of an unusually large 
quantity of some commodity, the produce of other 
countries, or from circumstances connected with 
the currency itself, which cause the issue of 
Bank-notes to a greater amount than that of me* 
tallic money would be under a similar state of 
things. On the other hand, with a paper currency 
it is not uncommon that the circulation should be 
reduced in an unnatural degree; this usually hap- 
pens either when discredit and insolvency on the 
part of issuers has prevailed extensively, as in Eng* 
land during the early part of 1 826, or during an in* 
flux of treasure arising from a favourable exchange. 
It does not probably often happen that an unna- 
tural rise of prices originates in the first instance 
from an over-issue of convertible paper; but it more 
frequently happens that during an efflux of treasure 
the natural and corresponding fall of prices is inter- 
fered with by the issue of notes, arising out of a 
demand for banking accommodation. On the 
other hand, during an influx of treasure, prices 
are often unnaturally depressed, both in point of 
extent and of duration, by the recall of notes once 
issued on coin or bullion. Here again the in- 
fluence of the banking principle is felt. Interest, 
that is, the price of money in the market, being 
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low, it is sparingly supplied by those from whom 
it emanates. 

It is plain that it would never be the interest 
of anybody to issue metallic money in excess, 
because the coin can never exchange for a greater 
amount of commodities than the metal of which 
it is formed, has cost — plus the seignorage, if a 
seignorage be taken — it yields, therefore, in ordi- 
nary circumstances no profit. With Bank-notes 
the case is widely different; they yield a very 
considerable profit, and it is the interest of their 
issuers to keep in circulation as large an amount 
as possible. Hence one source of the danger of 
an over-issue. Another is found in the nature of 
the bodies from which they emanate. In this 
country, the Banks of England and Ireland, Joint- 
Stock, and Private Banks are not merely creators 
of paper money, but also bankers in the proper 
sense of the term — dealers in money, and in this 
capacity they are exposed to a strong temptation 
to avail themselves of their privilege as issuers in 
aid of the other branch of their business. When 
the prices of goods rise or when there is a struggle 
in progress against an impending fall of prices, 
the customers of a banker usually call upon him 
for increased assistance, which it is difficult for 
him to refuse, while if at the same time interest rises, 
the prospect of enlarging his profit is an addi- 
tional inducement for him to enlarge his advan- 
ces, and to aid his banking resources by an aug- 
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mentation of his circulation. Now a ri^e in 
prices frequently precedes an unfavourable state 
of the exchanges, and a struggle against a fall of 
prices, and an advance in the rate of interest, are 
its ordinary concomitants. Thus we see that 
the first stages of an export of treasure are 
generally characterized by circumstances, which 
tend to cause an augmentation in the amount 
of bank-notes, while with a metallic currency they 
would necessarily be accompanied by a reduc- 
tion in the circulation, as in that case all the coin 
exported would be so much taken from it. It ap- 
pears then that with a mixed currency like that 
which exists in this country, the tendency of things, 
when the exchanges are unfavourable, is exactly 
contrary to what would occur had we only coin. 
During a favourable exchange it is equally so, for 
then with a metallic currency the gold imported 
would be added to the circulation ; while at pre- 
sent, in such a state of things, prices fall, and the 
rate of interest being usually low, loans are re- 
deemed, advances are paid off, and the paper cir- 
culation is thus kept down. The experience of 
the last few years furnishes us abundance of facts 
confirmatory of this theoretic view of the subject. 
Thus, then, we see that upon our present 
system there is and must be a strong tendency in 
our circulation, which is regulated upon banking 
in opposition to currency principles, to increase 
and decrease precisely at those periods when it 
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ought naturally to decrease and increase; and 
this evil seems to me incurable by any other 
means than a complete separation between the 
business of issue — a function of the Sovereign — 
and that of the banker or money-dealer. To 
examine the palliatives that have been suggested 
would carry me too far, and I must therefore 
proceed to another part of the subject. 

These general considerations are not without 
their practical importance, as may be seen by 
reference to the Reports of the Committees of 
1832 and 1840. In the evidence given before 
them, various tests for ascertaining the sufficiency 
of the currency are either openly advocated or 
indirectly assumed. Thus we are sometimes told 
that the circulation is too low, because its amount 
is less than at some former period ; or because 
the rate of interest is high or prices are low ; or 
because there is some peculiarity in the state of 
bankers' deposits; or because merchants and 
manufacturers are distressed, and it is the duty of 
the managers of banks to come to their aid by 
liberal discounts to be effected by an expansion 
of their issues. Such opinions necessarily arise 
from what appear to me to be incorrect views in 
the minds of those who entertain them, as to that 
which constitutes a natural amount of circulation, 
and as to the test by which its sufficiency at any 
given period ought to be ascertained. The only 
real test is the state of the exchanges^ which 
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express accurately the relations of the currency 
of one country to those of others, and tell us 
whether it be in exact equilibrium — above that 
point, or below it. The currency is always suffi- 
cient when the amount of it is precisely the same 
as would be that of a metallic currency under 
similar circumstances, and always in excess or 
deficient when above or below that point. 

I will conclude this first part of my subject by a 
few remarks on the distinctive differences, other 
than those already noticed, between metallic and 
the ordinary varieties of paper-money. The me- 
tallic money carries its own value with it, its 
proper amount is regulated by a sort of self-acting 
agency, and it is in demand everywhere, not 
merely in the country where it is issued. It is, in 
short, an universal representative of value and me- 
dium of exchange. Notes, even if emanating from 
national institutions like the Banks of England 
or of France, only circulate in their respective 
countries, while the notes of private issuers are 
confined to a limited district in each country. 
Both require special regulation in respect to 
their amount; both, however, within their re- 
spective spheres perform all the functions of me- 
tallic money, and could not be withdrawn without 
producing an influx of metallic money to a nearly 
equal amount. 

Having thus given a short and imperfect sketch 
of the nature of money, the functions it performs. 
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and the chief incidents belonging to it, I shall 
proceed in the ensuing section to describe the 
principal means of economizing the use of it, 
which have been introduced into all highly 
civilized countries, and which are in such very 
extensive use in this country. 
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PART 11. 



an THB BXPBDIBKTS FOR ECONOMIZING THE 

USE OF MONET. 

Having eDdeavoured to impress upon my 
readers a clear and definite conception of the 
true nature and properties of money, I now 
{proceed to examine the most important of the 
contrivances usually resorted to for the purpose 
either of dispensing with the use of money alto- 
gether, or of diminishing the quantity of it, 
which is absolutely required for the adjustment of 
existing transactions. On these contrivances one 
general remark may be made, as it affords a 
ready and practical, if not a strictly scientific, 
distinction between such substitutes for money 
and that which, as I conceive, really constitutes 
money, viz. coin and Bank-notes. If Bank-notes 
are withdrawn from circulation, their place must 
necessarily be supplied by an equal amount of 
coin ; but the abolition of any or of all the con* 
trivances for dispensing with the use of money 
will not necessitate the introduction in their 
place of an equal amount of coin or Bank-notes. 
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Again, these contrivances are resorted to at all 
times as the means of adjusting an immense i^^^t^^rH/^ 
mass of tranactions, of pajring for a vast amount > 

of commodities, of liquidating a large propor* 
tion of the current debts ; but they cannot, like 
money, be made applicable as an universal in* 
strument for every purpose of this nature: al- 
though they may be made the means of adjustug 
many transactions, they will not be adequate for 
that purpose in all cases, nor will they pay for 
all commodities, nor liquidate every d^bt More- 
over, their capability of beittf ikv^ ^toplt^flj^* 
does not, Hke that of motiey, (C^^nlin^e imihli^amtf 
by repeated use, through an endless succession 
of transactions. In many caises they eannot be 
applied at all ; in others they are often very im- 
perfectly applicable, either because they are only 
the medium of exchange in the first instance, 
while for the final and real adjusteent of the 
transaction the use of money must still be re- 
sorted to, or because they are susceptible of 
being used in part only, and not to thfiir full 
amount. Thus, taking bankers' deposits as an 
example — all below the minimum of each sepai^ 
rate account is totally inc^erative as an instrut 
ment of exchange ; and to render any porliott 
of a deposit applicable in making a payment^ it 
is requisite that the payee should have aa ack 
count with the same banker as the drawer, or 
with some other banker who has to^ make a 

c2 
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payment of equal amount to the former banker, 
such payment affording the means of a set-off 
between them. Now it is plain that iii a vast 
variety of transactions none of these conditions 
may exist. Again, each of these contrivances, 
except simple barter, supposes the existence of 
money; here is another of those distinctions 
which may be called empirical, but which are, 
nevertheless, very important, as indicating an 
essential difference. 

I shall enter into a more detailed examination 
of these matters hereafter ; for the present I must 
content myself with urging upon my readers the 
necessity of never losing sight of these circum- 
stances, in which it must be admitted that we 
find very marked and practical distinctions be- 
tween money and the substitutes for money. 
. In order ta obtain money it must be purchased ; 
some commodity must be sold or service rendered, 
for which payment is received in it. This is 
plainly true of the precious metals, and equally 
so of Bank-notes, except as to the issuer, whose 
only profit arises from their being less expensive 
to him. As money is therefore a very costly 
instrument, all men are under a strong induce- 
ment tp accomplish the purposes for which money 
is requisite with the least possible quantity of it, 
and to substitute in its place whatever, costing 
less,' may serve equally well to perform the busi- 
ness in hand; 



37 

The substitutes for money, when closely exa- 
mined, generally involve the use of credit in some 
shape or other. The transfer of a debt is ac- 
cepted by the creditor party instead of a payment 
in money, and the final liquidation of the ac- 
count is usually brought about by means of a 
system of transfers and sets-off sometimes of a 
very complicated kind, the general result being 
that money is resorted to, only for the discharge 
of the small balance which may finally remain 
after an immense number of opposing items have 
discharged each other. 

Thus all the existing expedients for economiz- V-^ — ^^'^ 
ing money, when reduced to their simplest form, /fu i ^^.'i 
arrange themselves under two heads — they are ///.^^tjt / 
sets*off, or transfers of credit. Under the first UiJU r 
head are placed, barter, truck, the Clearing- /i ^-^ 

House, and all similar contrivances. Under the , ^ ' 

second, deposits, cheques, and all other trans* 
.ferable debts and securities, while bills of ex- 
change partake partly of the nature of a set-off, 
and partly of that of a transfer of credit. When 
balancing each other, and leaving only a small 
difference to be paid in money for the adjustment 
of debts between different countries or places, 
they act as a set-off. When given to a payee, or 
transferred by endorsement subsequently, they 
are in fact a transfer of credit. 

Actual barter probably long survived the in- 
troduction of coin. By actual barter I mean the 
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exchange of ooe thing for another without any 
reference to the money-yalue of either. This^ 
however, has ceased to exist in civilised ooimtriea 
to any appreciable extent, but a modified system 
of barter is still in action everywhere, and en* 
ables those who resort to it to dispense with 
the use of a vast amount of money : I allude 
to the running accounts between various indi* 
viduals and cl83$es, which are usually adjusted 
and the balance discharged once a year or oftener. 
Thus most farmers have such accounts with their 
millers, grocers, butchers, wheelwrights; if they 
own cottages, the rents are often set off against 
labour done, and a portion of their own rent 
is frequently paid by them in corn or hay 
iuraished to the landlord. Most tradespeople 
have similar aceounts with other tradespeople, 
and there are few of my readers, whatever may 
be their station, who will not, when their attention 
is properly directed to the point, perceive that 
some portion of their income or expenditure is 
received or paid through the medittm of barter. 
What is called in the manu&cturing districts the 
truck system is an instance of modified barter, 
which at different time? has occupied much of the 
public attention. 

It is impossible to calculate the amount of 
transactions annually adjusted by this process, 
but it is doubtless very considerable) and upon 
the principle involved in certain current doc- 
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trineik, I cafiinot p^rcei^e why tkis. matter dbould 
not be investigated by the Bank Comiaiitte^ { 
it might indeed JMtly be said that its valvable 
time would thus be wasted^ and that bo useful 
legislative measure could be the result; but 
surely as much might be urged with respect 
to points of inquiry which have already oe^u^ 
pied much of your time. 

Bills of exchange next claim our attention^ 
These eonvenient instruments^ whose utility^ 
simple though they appear to us, gives them a 
place among the most beneficial contrivanees of 
human ingenuity, were unknown to the ancientdi 
They are said to have been invented by the Jews in 
the middle ages, when that unhappy people were 
the objects of the nlost relentless persecution^ and 
when it was absolutely necessary for them to veil 
their money affairs in all possible secrecy, and to 
avoid the transmission of specie from one place 
to another whenever that operation could be dis- 
pensed with. Now, such is goq of the effects of the 
employment of bilk of exohange. They balance 
one another up to a certain point, and leave only 
the excess on one side of an account to be liquid 
dated in money. Thus, take the transactions 
between London and Hamburg, and suppose that 
in the course of a year each city may have a 
creditor account with the other to the extent of 
ten millions of pounds sterling. This being the 
case, those merchants at Hamburg who owe money 
in London will buy bills of their neighbours who 
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kave money to receive in London. At the latter 
]dace a corresponding process will go on, and 
the result will be that the whole of this immense 
mass of transactions will be adjusted without any 
transference of the precious metals from the one 
city to the other. Should it happen that on a 
balance Hamburg has a debt to receive from 
London, and that the latter has no means of re- 
imbursement by drafts on some other place, say 
Paris or Amsterdam, which may have mcmey 
owing to them at Hamburg, the result wiil be 
that in London the exchange on Hamburg will 
fall. Bills on that place will bear a premium, 
which will increase until it exceeds or at least 
equals the expense of transmitting gold and 
silver, in which the sum due will be finally 
paid, unless the fall in the prices of goods in 
England and the rise in the prices of goods at 
Hamburg should produce an increased export of 
commodities from the former, and should thus 
furnish a substitute for the precious metals to 
a greater or less extent. 

But further, the bills of exchange thus drawn 
frequently change hands, and every endorse- 
ment upon them conveys a sign of value from 
one person to another. This is an example of 
the other mode in which they perform pecuniary 
functions. ^ 

It must at once be perceived how enormous is 
the economy in the use of money arising in the 
way thus described ; it finds place between 
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almost every considerable town of the same 
country and between the great commercial 
emporia of all countries, as well as in the adjust- 
ment of transactions between individuals, and 
its extent may in some degree be estimated by 
the calculations of Mr. Leatham, who considers 
the amount of bills annually drawn in the British 
islands to exceed five hundred millions. Upon 
these calculations, however, implicit reliance must 
not be placed. 

But it does not therefore follow that bills of 
exchange are money. The prices of commodities 
which they represent are tested at every moment 
by the real value of thiese commodities in gold 
and silver, or the substitutes for gold and silver, 
bank-notes, upon the principles explained in the 
last section ; and no multiplication of them as to 
amount, no increased facilities in their employ- 
ment, no diminution in the quantity of the cir- 
culating medium employed in working the ma- 
chine of commerce can, except for a short period, 
keep the level of general prices elevated above 
their real money range. Neither can an increase 
in the amount of bills of exchange be resorted to 
as a substitute for a diminishing amount of coin 
and Bank-notes. When the amount of metallic 
money in any country is under a process of dimi- , 
nution by the action of the exchanges, Bank-notes 
might be substituted in its place, and thus an un- 
dae amount of circulation might be maintained, "^ 
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while the whole of the metallic money was 
drained off to supply the foreign demand. But 
bills of exchange and the other economising 
processes are not susceptible of increase in a 
similar manner. When the aggregate amount of 
coin and Bank-notes is undergoing a diminution^ 
an increase in the use of bills of exchange to 
supply the place of the coin and Bank-notes 15^ 
practically speaking, impossible. So far from 
increasing under such circumstances, they will 
necessarily, and without any legislative inter- 
ference for the purpose, decrease probably in 
a greater ratio than the coin and Bank-notes. 
The reason of this is clear ; the economising pro- 
cesses all depend upon credit in some form or 
other. A diminution of the amount of coin and 
Bank-notes necessarily produces a contraction of 
credit, and hence follows a restricted use of the 
economising expedients.* 

* Mr. Ricardo in his ** Proposals for an economical and 
** secure currency/' when remarking on the periodical incoo-- 
▼enience which arose at the period in which he wrote from 
the contraction of the circulation immediately before the 
dividends, observes, ** The very great perfection to which our 
system of economizing the use of money has arrived by the 
various operations of banking, rather aggravates the peculiar 
*' evils of which I am speaking ; because when the quantity 
'' of circulation is reduced in consequence of the improve- 
*' ments which have been adopted in the means of effecting 
" our payments, the abstraction of a million or two from 
" that reduced circulation becomes much more serious in its 
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There are, moreover, many transactions which 
caunot be liquidated through the medium of bills 
of exchange, for these are payable at a fixed 
place, usually at a distant date, and are drawn 
for amounts, which, although convenient to the 
drawer, acceptor, and payee for the particular 
purpose in each case, would be inconvenient to 
other parties, and for the general purposes 
of pecuniary affairs. They further require a 
knowledge on the part of those who receive 
them as to the solidity of the names which 
appear upon them ; and, finally, in most cases 
they can only be transferred by an endorse- 
ment, which involves the credit of the endorser. 
In all these particulars they differ from bank- 
notes. 

Let us examine this matter a little further. 
A buys cotton of B at 10 per cent, in advance 
on the previous price payable at three months, 
and gives his acceptance for the amount. At the 
close of this period or after one or more renewals 
the bill must be paid out of the currency in exist* 
ence, and if there is not enough money to sustain 
such a price, a fall in prices must ensue, and B 

** effects, being so much larger a proportion of the whole 
" circulation." 

It is plain from this that Mr. Ricardo did not conceive it 
possible that a contraction in the amount of the current 
moDej could be counteracted by an increased use of the 
economising expedients. 
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will suffer from his bargain. But further ; if the 
enhanced price has become general, a stimulus 
will be given to the importation of cotton, a 
check to its exportation, or to that of articles 
manufactured from it, and the final result will 
probably be a fall below the original price, com- 
mensurate with or perhaps greater than the pre- 
vious rise. This imaginary case may be taken as 
a fair representation of the usual effect of bills 
of exchange on price. It supposes, indeed, that 
the standard is left unaltered, that the economy 
introduced is not so sudden as well as so great, 
that the real exchangeable value of gold and 
silver is altered by the change in the relation of 
the supply to the demand, but on this little need 
be said. Nobody supposes that the products of 
the American mines have become cheaper of late 
years. The use of the economizing expedients 
is always sufficiently slow in its progress to pre- 
vent any immediate or violent enhancement of 
prices; in fact, it barely, perhaps, suffices to 
counteract the depression which would otherwise 
arise from the increased number and value of 
commodities and services bought and sold, and 
the consequent necessity for an increased per- 
formance of pecuniary functions. 

A large proportion of bills are drawn and paid 
which have no effect on the currency whatever. 
Thus let A sell coffee to B at three months and 
at a fair current price, draw for the amount and 
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keep the bill in his portfolio until due ; it is clear 
that the result will be the same as if be had 
given a simple credit for the same period. The 
economy in the use of money will commence 
when he makes a payment to C by means of 
an endorsement, and will be repeated as often 
as the bill, by a repetition of this process, changes 
hands. Thus, even purchases on credit, at ad- 
vanced prices, against which bills are drawn, 
may be made without any new creation of money, 
and without the necessity of employing an econo- 
mizing expedient. 

The nearest approach to the performance of 
monetary functions through the medium of bills 
of exchange, is probably to be found in those 
which circulated formerly to so large an extent 
in Lancashire and the adjoining parts of England, 
and which, although now less usually employed, 
are still well known in some districts. These bills 
were received and paid away by most bankers, 
were habitually made use of for ordinary busi- 
ness-payments, and passed through a great many 
hands. Still to such bills of exchange, the fol- 
lowing observations in the Report of the French 
Chamber of Deputies on the renewal of the 
Charter of the Bank of France, which I agree 
with, and cannot improve, are fully applicable. 
I quote from the translation in the Appendix to 
the Report of your Committee : 

•* Every engagement in writing to pay a sum 
^^ due, might become a substitute for money. 
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^' The substitute has acquired some of thd 
" advantages of circulating money, when", as in 
" the case of the promissory note payable to 
" order, or bill of exchange, it can be trans- 
" ferred by the easy and rapid mode of endorse* 
" ment. 

" But what further difficulties! it does not 
" represent at every moment for its holder the 
^* sum for which it was drawn— it is only to be 
" paid at a distant time. To realize it imme* 
diately it is necessary to part with it. Shall 
we find any one with confidence enough to 
take it ? We can only transfer it by guaran- 
teeing it by our signature ; this in an eventual 
obligation which we ourselves contract, and 
under the weight of which we feel our credit 
embarrassed up to the day when it becomes 
" due. We are not always disposed to reveal 
" the nature of our affairs by the signatures 
" which we put in circulation." 

It appears then, on the whole, that bills of 
exchange diminish the necessity for resorting to 
the use of money by facilitating sets-ofF and 
transfers, and that they, perhaps, occasionally 
for a short time, uphold a partial range of prices, 
[/" not warranted by the amount of money in circu- 

lation ; that in this case they are the offspring of 
credit, growing with its growth, and perishing 
with its decay, but that they possess no power 
of maintaining prices for any considerable period 
at a higher level than that fixed by the precious 
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metals. The apprehension entertained bj some 
perscms that an attempt to contract the ckcur 
lation could be seriously obstructed by an aug^ 
V" mented use of bills of exchange seems to m^ 

quite ebimerical. 

There is one incident belonging to bills of 
exchange which ought not to be overlooked* 
Th^y are the favourite security of the moneyT 
market, the commodity which the banker most 
readily buys or sells, and on the security of 
which he most frequently borrows or lends the 
funds in his hands, and they are the usual re- 
source of a large class of borrowers ; hence it 
arises that their increase and decrease, other 
things being equal, is usually accompanied, the 
first by a rise, the latter by a fall in the rate of 
interest. 

We have now arrived at what may be speci- 
ally denominated the banking expedients for 
economizing currency, because they grow out of 
that system of transacting money afiairs on which 
the business of the banker, as carried on in this 
country, is founded. 

The banker is a money-dealer ; it is his par- 
ticular business to receive and to pay out coin 
and notes, to buy or borrow them when and 
where cheap, and to sell or lend them wheq 
and where dear ; and it is a great object with 
him to carry on his trade, that is, to adjust his 
complicated transactions, with the smallest pos^ 
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sible amount of money. For this costly instru- 
ment, the use of which necessarily involves a ^or- 
responding loss of profit to him, to whatev^sr extent 
he is obliged to use it, he naturally studies to in* 
troduce substitutes, of which credit in its various 
forms is one of the most efficacious. The sphere 
of his transactions bears the general name of 
the money-market ; in it the price of money is 
marked by the rate of interest, which varies froni 
time to time, according to the varying propor? 
tion between the wants and means of borrowers 
and lenders, and to the quality of the security 
that may be offered. 

Here it becomes necessary to point out 
clearly one of the most fruitful sources of error 
to be found in the whole field of inquiry sub- 
jected to the investigation of your Committee. 
I allude once more to the confusion which so 
often intrudes itself into speeches, pamphlets, 
and evidence, between the state of the money- 
market as indicated by the rate of interest, and 
that of the currency as indicated by the foreign 
exchanges. Thus, it is sometimes inferred that 
the currency is too much restricted because in- 
terest is high, sometimes that it is in excess be- 
cause interest is low, when perhaps at the first 
period gold is leaving the country, and it is 
therefore evident that, in order to place the 
currency in equilibrium with that of other 
countries, a further reduction must take place ; 



49 

while at the latter period gold is coming in, 
is flowing from foreign countries, where it it 
cheap, to this country where it is dear, and 
where, consequently, coin, or its paper repre- 
sentative. Bank-notes, are comparatively low in 
amount. The truth is, and it cannot be too 
strongly pressed upon the public attention, that 
these two sets of phenomena have no necessary 
connection, although it will doubtless generally 
be found, that interest will be high when the 
circulation is in process of reduction, low when 
it is in a course of increase. 

A short explanation of the circumstance just 
adverted to may not here be out of place. The 
state of the money-market at any given time de- 
pends upon the supply of and demand for loan- 
able accommodation — money and its equivalents ; 
and while the supply is undergoing a diminution, 
the demand being unaltered, the price paid by 
the borrower for what he wants, in other words 
the rate of interest, will rise ; while the supply is 
increasing, the demand remaining the same, the 
rate of interest will fall. But this effect of a 
variation in the amount of the circulation is only 
temporary ; its ultimate effect is felt in the price 
of commodities : — but to return from this digres- 
sion. 

The subject matter of the banker's operations is 
money, and money only ; in this he differs from tbe 
merchant, manufacturer, or shopkeeper, who usually 

D 
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bMTOW» w lend, parchaee, or sdl, caiiHtal, thai k to 
iay, commodities^ or services^ to be employed in 
produotioQy of which money, id most cases, Ibnn0 
a Tory inconsiderable part. Money with them is 
the instrument only by which their operations are 
^ected, and not, as with, the banker, the comau> 
dity ia which they deal. Thus the Manchester 
spinner who buys cotton on credit of the Lirerpoo) 
n^erchant, and gives his bill with theinterest added, 
really borrows cotton. Purchases and sales be* 
tween traders are in fact usually mere transaction9 
of barter, in which money is employed as a uiedium 
of exchange. It is not so .with the banker ; the 
object of his. traffic from first to last is money, and 
money alone. The most icnpoiitant department 
of the banker's business, as carried on in thia 
country, is the reception of deposits. He leceiTes 
the money of hifl customers, crediting them in his 
books for the amount, and employs the larger 
portion of it in the discount of bills, and in loans 
<m any securities he may think suitable to hid 
purposes^ retaining only such an amount of coin 
and Bafik-notes a» experience may show to be 
sufficient fbr meeting the current demands upn 
lum. 

The chief expedients used by the banker toy 
economizing money are checks, deposits, and sets* 
off) of which latter the Clearing-House in Lomdon 
exhibits the most striking example. With respeet 
tocheque&Httleneedbesaid: wheat drawn s^iort 
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it diepoiit diid diacbargc^d by fke pttj^m^nt of l^f 
Amount in eoin or Bank^tioted t6 tb^ person M 
whom they were originally givefn, they perform 
iio Dftonetary flitictions ; they ire merely an order, 
nndei* which a monetary function isf performed, 
and do not alter in any respect the amount of 
Coin and Bank-notes which wonld otherwise be 
required ; but when the original payeed hand 
Aem over to other persons in the way of loan or in 
the discharge of debts, they do perform monetary 
fonctions, and pro tanto economize currency, hi 
large cities, London especially, they are little 
used m this way; but in the country, wheii 
drawn by persons of known property, they fre- 
quently pass from hand to band for a con- 
siderable period before they are presented for 
payment. 

We now eome to the vtxata qtusesth of deposits-,.^ 
in entering upon which it is requisite to explain 
. most carefully the terms made use of, as great 
confusion has ari^ien froiti ambiguity of expres- 
sion in the discussions upon this part of my 
stibject. In a deposit two distinct points are to 
be regarded: there is, first, the coin or notes 
received by the banker, supposing it to arise from 
a money payment ; secondly, the credit opened 
by the banker in his books. These things afe 
perfectly distinct, and if we would avoid the 
most fatal errors in our reasonings, we must take 
care not to confound them under a common 

d2 
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nianie. I consider it as most cohvenient and most 
consonant to general usage to call the book-credit 
the deposit, and to consider the coin or notes 
which have given rise to it, as not differing in 
character from any similar portion of the circula- 
tion, in whosesoever hands they may be. 

Banks of deposit were founded in the middle 
ages, a period of violence and barbarism, when 
little security for property existed, except in a 
few great cities of the south of Europe, as Venice, 
Genoa, and Barcelona. At that time a multi- 
tude of small states existed, all issuing coin, and 
it was the constant habit of sovereigns, at short 
intervals, to reduce the standard, riot with the 
mistaken views which influence ^e Birmingham 
school of economists, whose doctrines were then 
unknown, but with the more simple object of 
cheating their creditors and pillaging their sub- 
jects. In short they diminished the pound ster- 
ling, or the livre Tournois, in the same general 
spirit and with the same intention, as that which 
dictated the successive abstraction of teeth from 
the mouths of Jews and the persecution of the 
Templars ; although, doubtless, in the two last 
cases religious bigotry was not without its influ- 
ence. This state of things was most destructive 
to commerce. There was no fixed standard of 
value, and it was in a great degree to remedy 
this inconvenience that banks of deposit were 
established. These institutions received gold and 
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silver from whoever would bring them, caused 
them to be weighed and assayed, and opened a 
credit in their books in favour of the depositor 
for the aniount in a fictitious, money of account. 
Payments could tlius be made by transfer, 
while the gold and silver deposited was under- 
stood to be retained in the vaults of the in- 
stitutions with which they were placed. The 
depositor, generally speaking, could withdraw 
his money whenever he pleased, or make over 
the power of doing so to some other person by a 
simple order* As a matter of principle the bank 
could usually make no use of its treasure, though, 
practically speaking, good faith was not always 
maintained in this respect. 

The state of society which occasioned the for- 
mation of banks of deposit having long since 
passed away, these institutions have for the 
most part perished with it. That of Amsterdam 
was wrecked in the storms of the French Revo- 
lution, and the Bank of Hamburgh is the only 
bank of this description which now remains. 
The reason of its prolonged existence may be 
found in the peculiar circumstances of the city 
which contains and upholds it. With a small 
population and scanty territory, Hamburg could 
never maintain an extensive and exclusive coin- 
age of its own ; while its commercial relations 
extending to every comer of the world, cause 
the money of all countries to flow into it. Under 
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tbese cireuBketftDoetf lome arranganent is Q6ce»- 
«ary to afibrd to the tradtog commtuuty a inedmm 
i&f exchange founded on an unalterable standard, 
and in which the money of every people may 
.find a place — these requisites are furnished by 
the Bank. Circuiristances similar ioi kind ac- 
-oount for the protracted existence of the Bank of 
Amsterdam. 

Here the reader will be tempted at once to 
'aak> are deposits in the Bank of Hamburg 
«noney? I answer: the coin in its vauks is 
rinoney; The depositi if the word means any 
thing else than the coin, is not money. The 
book-credits do not possess all the qualities of 
money, although extensively used as its stib- 
jBtitute ; they will perform a large proportion 
of its functions, but they will not perform all, 
and great inconvenience and much false reason- 
ing would arise from the calling by the same 
name and treating as the same thing a book- 
credit requiring to be transferred in writing, 
necessarily fixed to one spot, and imperfectly 
applicable to money transactions even there ; and 
coin or Bank-notes, which can be used for all 
transactions, in all places, and at all times. 

If the credits in the Bank of Hamburg are 
money, what is the coin on which they may be 
founded ? Supposing this to be all Spanish dol- 
lars, do these cease to be money as soon as they 
enter the vaults of that institution ? or does the 
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fc^-of thedaUftr$ beiiig tliere defiosited, double |ro 
tanto the quantity^ €»f money ? Surely neither of 
these sQppcxtttions is admissible, and I concern 
that the correet way of treating the matter is 
to class the deposits in question with other 
deposits, paying due attrition to the marked 
difference between them, viz. that the former 
exactly represent an equal amount of the pre- 
eious metals, and increase or decrease as so 
much coin would increase or decrease. In both 
of which particulars they find no counterpart 
tn ordinary deposits. Were the sil^r deposited 
balanced by an equal amount of notes issued, 
these would form the best papeNmcmey in the 
world, Bsd it may be <seen at once that such 
notes might be used under circumstances when 
the existing book^redits could not be employed ; 
as, for instance, in the payment of wages, and 
generally speaking, in all detail transactions, 
nnd to a certain extent in the discharge of debts 
to foreign cfountries. 

It is true that what is tenned Bank-mon,ey, that 
is, the credits in the books of the Bank, usually 
bears a premium ; this arises from its being pet* 
fectly applicable to a large class of transactions, 
^om its convenience, and from the want of any 
appropriate and stable currency at Hamburg. In 
England or France, under actual circumi^tanees, 
an institution founded on similar principles could 
hardly exist. But to proceed :--* 
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Ahdjxh^fs deptositi accpcdiog.to the cj^tom 

of business in Eagland, is a credit in his: books 

which he usually binds himself to pay on de* 

jooand. It may arise in various, ways, as. by. the 

discount of a bill of eoi^chaQgo, or by m advance 

upon stock,, or soioe othej: security, or by a credit 

opened by the banker iA fayQi^^, of , a custoiner 

Ayithout security. In these. cases; ,<he deposit, that 

if(x Qry\^x^i^^ Ithe credit in the books of th§ l^apk^r, may b^ 

|Xv^^{\t(s created without any paymeM of flpLpney by the 

> / X /*deoQ8itor to the bapk^r. There >re other cases 

' r> urK/ -j^ Vhich the deposit is created iby the actual 

< payment of a certain sum . in oo^ii-or Bank-aotc^ 

by the- depositor to the ba^k^. In what 
foUows, for the sake of clear^essr : and also be** 
cause those, who regard deposits as money gene- 
Tally take this view of them, it will be re- 
^ -^ Igarded a? having, its origin ip the latt^ mode. 
' ' • ^* ^ ' {} x^^ depositor then, in n^aking. the payment 
(^•^^'^'^ I V to his '^banker, relinquishes his right, of c<mtrol 
^ ' ^v >over the coin or notes in whioh it is made. 
He is perfectly well aware that the b^nk^r will 
niak^. any use pf them wiich m&y J^m to. him 
expedient; that, exci^pt; uft^er; pocmli^r cirqum- 
stances^ opjy aportioQ &( tbem^^ilj b^ r^^ed 
as a reserve, and th^t / the ; rpm.^iudier will 
be c.ancel}ed. or reissued for th:e:bauke^'s profit. 
' ''The depositor is also fully aware that should he 
^^■^ and ^11 other depositors ^demand payment at the 






/ ^- same time, they could not be reimbursed. In 
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^ shorty there ii a tacit agreement between him / 
and the banken founded on their mutual interest ../ • 
and cm the uaagBs of business, which is almost as 
binding as a positive law, that a certain average 
balance shall always remain on the account; 
the profit derived from which is to constitute 
the banker's reeompence for the trouble, expense, 
and risk which he incurs in carrying on his 
business, and from all of which he so materi- 
ally relieves his customers. ' In this way both 
parties are benefitted. The balance is usually 
a cheap sacrifice to be set against the loss and 
inconvenience of every kind which the depositor 
would incur were he to make all his collections 
and payments himself, while the banker derives 
his profit from the employment of sums, small 
in their several items, but large in the aggregate, 
which without his intervention would usually re- 
main quite unproductive in the till of each 
respective customer. ,f 

The credits in the bankers books thus created //^* 'J i : \ 
so long as they remain in the name of the ^ / / T; ^ 
depositor, perform no monetary functions what- - \ ^ 
ever. This is an important consideration, as / ^,. / ^ . 
it excludes an aggregate composed of the mi- ' .^ r' '' 
nimum of each deposit account existing at any . / • \^ ' 
given time, which can hardly fall short of from '/ ' 
. sixty to seventy-five per cent, of the whole. The /-' • . - 
remainder* may be made the means of effecting ^ ^ , 

a payment by being transferred by the depositor ' ^ \.\y\.' 
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te ^oRM otfaef person through the Aieaxis oi a 

cheeky a letter, or the' addressed aeceptanoe of a 

bill af exchaogie ; but to enable the depositor to 

lEake a payment i& this way, it is necessary that 

the transfenee i^ould have an mcoont with tke 

same banker, or with some other banker who 

may be able to arrange the transaction with the 

former through the medium of a set-off. It is 

also obvious that of the infinite variety of cases 

^ in which the necessities of ^society require a pay^ 

fhjiAA nient to be made, the above conditions can be 

wirti^^TC*^^^ but in a small number, and that, ther^ore, 

^ deposits thus considered, though therf may serve 

(^y\ >t >^ economize the use of money, and that to a 

^ .^ . considerable extent, can never assume all the 

atttVibutes, or perform all the essential functions 

: i • \ V ^f money ; for we must recollect that it is the 

\ ^ • eharacter of money to be fitted at all times 

. ' and places, and among all persons, to make alt 

^/ ^v "> ^ f payments, and at the same time to retain a fixed 

value. 

X^s^^^ ^ ^'^ 'I'he extent to which deposits ec^onomize money 

: \ I \ depends in a great degree on thelnumber of per*" 

sons having accounts with banj^ers, and the 

number of establishments carrying on this branch 

of business. It increases in a dfrect ratio widi 

the former, and in an inverse ratio With the latter. 

Thus, if there be ten thousand |)ersons having 

deposit accounts in London with fifty bankers at 

one time, and the number of bankers be subse- 
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qucBOtly reduced to tirenty-fite ; or, if tke nun^er 
of liankoTB refliiainmg unchanged, the proportion 
of the whole c(»mnmiity which keeps accounts 
with these bankers be increased, the consequeoce ' ) 
wiU be that a l^s amoaort of coin and notes will , 

be required to adjust a similar amount of trans* 

« 

actions, because transfers and sets*off will be 
called more generEilly into play, and also because 
the banker will keep a reserve less in amount 
than the aggregate of the various reserves which 
it would be necessary for his customers to keep^ 
did they make their payments themselves. 

Such is the simple nature and use of bankers? 
deposits; but there is another view of them, aU 
ready alluded to, on which, as it is widely spread, 
I will venture to make a few observations, espe^ 
cially as it has introduced a want of clearness 
into several of my answers to questions ^ut to 
me by the Committee of the House of Commons* 
By persons who take this view, , it is not simply, 
or sometimes at all, the credit in the banker's 
book which is regarded in reasoning on this sub- 
ject ; they look only at the origin of the credit, 
ajod always assuming that this must arise from 
a payment in money, they constantly talk about 
sovereigns deposited, bank-^notes deposited, &c 
Ace. This seems to me to be completdy erroneous* 
I have already shewn that deposits may be 
ei^^ted by many other means than the actual 
payment to the banker of coin or Bank-Jiotes, 
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and the fact is, that a very large proportion of 
banker's deposits are created by these other means^ 
so that there is no necessary connection between 
a deposit and coin or Bank-notes, as respects the 
origin of the deposit ; neither is there any stich 
necessary connection as regards the deposit m its, 
subsequent stages. No rational banker would 
consent to receive coin or Bank-notes which he 
was to be at the risk and expense of retaining in 
deposit, and from which, therefore, no profit 
could be derived by hinu The banker znu^t be 
at liberty to re-invest, for the purpose of profit to. 
himself, a large proportion of his deposits ; and it 
is perfectly notorious that this is done by ev^ry 
banking establishment. Every depositor is . said 
to have a right to demand the payment of hi^ 
deposit in money at any time ; but this is a 
theoretic, or nominal right only, which diflfers 
widely from the real practical truth. The depo- 
sit, I must again repeat, is nothing more than a 
credit in the banker's books ; in other words, it is. 
an engagement on the part of the banker to dis- 
charge a debt, and this engagement is necessarily, 
subject to the contingencies which arise out of 
the established usages and course of business. 
Among these usages the most important is the 
non-retention by the banker of coin or notes 
equal to the amount of his deposits ; and there-^ 
fore the most important contingency necessarily 
attending the deposit is the inability on the^ftrt 



of the banker to repay his depositors at once in 
gold or notes, in case a demand is made upon 
him to an extent which exceeds a small propor- 
tion of the aggregate amount of the deposits. 

The hypothesis, be it observed, does hot simply 
regard the adjustment of transactions by the 
transfer of a credit, but the extinguishment of the 
latter through the medium of a money payment. 
This is a point of great importance, and deserves 
especial notice. 

We must now enquire whence the money 
which is thus to discharge and extinguish the 
deposit is to come? Assuredly, it must come 
from the general tnass of currency, being obtained 
either in return for securities sold, or in payment 
of debts .called in; or being drawn from that 
portion of the circulating medium which consti-. 
tutes banking reserves. These reserves are, as I 
have already explained, sufficient for their pur- 
pose, but they are altogether unequal to the re- 
payment of more than a fraction of the deposits 
existing at any given period. We thus see thaf 
the opinion in question is founded on an entirely 
false assumption of facts, and that it must there- 
fore lead to erroneous conclusions. 

Some perscms draw distinctions between de- 
posits in the hands of the Bank of England, those 
in the hands of joint-stock and private banks of 
issue, and those in the hands of non-issuing banks; 
affirming in some cases that deposits with the 



Bank «f Bn^Iaiid only »e fMne% but denying 
tiiat quality to all other deposits ; and again, in 
odier cases, affirming that the quaJities of money 
attach only to deposits which are owing by 
banks which have issued the notes in which 
the deposits have been made. 'It is difficult to 
onderstand such refined and purely rmaginary 
di8tiQct»»is, and I cannot but feel some appp^- 
hension that I may not correctly represent 
the doctrines which are founded upon them. I 
baTe endeavourai, however, to give a faithful 
statement of the varied 9hades of opinion which 
I have met with principally in the evidence of the 
witnesses examined before yonr Committee. 

Now the readier will recollect that a deposit or 
book-ci«dit can be directly used to adjust a 
transaetioa or to (Kscharge a debt only in two 
ways-— ^ 1st, by being transferred in the book« 
of a banker from one of his customers to an- 
other; 2dly, by being set off m the boots 
of banker A against a similar charge in the 
books of banker B. It is sufficiently clear that 
these transactions may take place in the case of 
all hankers receiving deposits, of whatever cha- 
racter in other respects, and whether they do of 
do not issue notes. 

It will al«> be remembered that deposits artf 
#ften dischai^ed by an equivalent payment hi 
coin, or notes, a process erroneously considered by 
nrany persona atr a pn>of tliat depo&riffs perfbrtrf 
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inonetary fanctioBS, akhough i% is wAf^oii^f 
dear that such paymeats are and moat be madb 
in money. Here again there is no difference be* 
txKeen the action of deposits ^rawn frodu issuing 
or. non-issuing banksi^ excepting this, that n^mr 
isstting banks not having the means of creating 
money, can only pay their debts from the existing 
stock of coin and bank-notes, which they mufll 
draw from their own reserve, or from the public; 
through the medium of a recall of debts or a sak 
of securities ; while issuing banks, who may and 
ougbt to have recount to similar means, are 
tempted to issue notes, not required in the ex* 
isting state of the general cir^iulation, instead of 
irdying on their legitimate resources. This affords, 
a conclusive argument against the union in the 
same bands, of tbe business of banking and that 
of issue, but affords no just ground for the; 
conclusion that deposits in banks of issue neces.-* 
sarily constitute money ^>y more^ thftn other de^ 
posits. 

One meets ocoasionaHy with aniothfir distinc-- 
lion, upon which it is worth wbile ta say a £sw» 
wordis. It is said that deposits of a fugitive char* 
lacter, such as a part of tbos^ of the Londois 
bankers with the Bank of EngUffitd, are money ; 
tibey have been calliad by Mr. Horsley Palmer 
bank*notes waitfa)g.issite« I cannst subscribe ta 
^ correctness of this opinioou Sittcji. dejposita 
t^mm to me t^ resMMe. att otW depesils, ex*^ 
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cepting that they» require a larger reserve. In 
the permaneiice of deposits, th^re is of course 
a great variety. Some may be justly expected 
to cofftinue undbtnrbed for maoy years, while 
otfaws can mjiy be reefeotted ;iipo]i for: a. few 
i;V'66lts/ days, *or ev^n hbuis^ ' TheiexperaeDteaiid 
sagacity of the banker enable him to reguliate the 
proportion between his liabilities and the re- 
s^hre which he provides agaioet them, so as to 
render him secure of being able under ordinary 
circuni^tanGe6 to meet all the demands of his 
cn^toiti^s, even in the extreme case of his being 
compelled to keep a special reserve to meet 
some particular deposit equal to its whole 
amount. Still in this extreme case I think it an 
improper use of terms to call the deposit, that is, 
the credit in his books, money. The stock of 
coin and Bank-notes which he is obliged to keep 
for the purpose of meeting the claims of his 
depositors alone deserves the appdlation of 
money, or can receive that appellation without 
introducing confusion into all our reasoning on 
this subject, otherwise we should have to discuss- 
for how long a time a credit must remain open 
in a banker's books, in order to be entitled to 
rank as a deposit. 

I have mentioned, some pag^ back, that ao' 
aggregate of deposits fonned . of a minimum of 
the deposit accounts with all . bankers are wholly 
inappUci^le to the adjnstmeait of transactions, 
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or to the paymeofts of debts, aod cannot, there- 
fi^re, upon any plau;»ble ground be assimilated 
to money. To this I may now add, that a large 
proportion of deposits, although considei^ as 
payable on demamd,' bib m «ffiect specially appro* 
pimted; in .which case the period when they 
will bd demanded] can be calculated on with 
notore or less exactness. Such was the csae.with 
the large: extm deposits in the Bank of Bi^la^d 
belonging to the East India Cbmpan]^, wit^ 
those arising from the West India l^oan^ with a 
certain proportion of the Governrnent - dqM>sit^ 
with, that institutioh at all times, and with snany 
behmging to private persons in all banks. 

in most parts of the United Kingdom out of 
the metropolis, bankers allow interest on deposits, 
binding themselves to repay them, not on demand, 
but at the end of a certain specified period after 
notice given. Usually, however, the banker 
ddes not avail himself of this power of delayiag 
payment, but discharges his debt at once. It 
would be equally tiresome and unprofitable to 
e&ter uipon an examination of the bearing of this 
mode of transacting business upon the subject 
b^oreus. 

Very little need be said upon the third baiUcr 
ing eitp^di€mt,-^the syatem of sets-off, of which 
tke operations of the London Clearing House 
aSbfd the best example. 

By some perscA^s all the transactioBs of the 

£ 
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CleariBg-House me eonaidered as oeoessarily con- 
nected with deposit bankiog, but thexe is in prin- 
ciple no sueh necessary cocinection between them. 
Did not such a thing as a deposit exist iathe bands 
of any banker in Lcndoov the Clearing-House^ and 
that wond4erfi3l system of aete-off whiph constitutes 
its machinery, would still be used. In this ease 
the bsinker would employ a capital of his own 
In working his btssiness — he would make the 
collections and payments for merchants as at 
present, charging them a commission, instead of 
being remunerated by the pfofit he could make 
upon the deposits in his hands, whik these 
several transactions would be balanced against 
each other at some central point, until only a 
very small sum in money would adjust what re- 
mained. To custom^s in whose responsibility 
he could place confidence, the banker would 
make the advances necessary to liquidate the 
transactions of the day. Under present circum- 
stances, however, the Clearing-House, speaking 
practically, is so mixed up with deposit banking, 
as to render it unnecessary to say more about it, 
excepting to remark that if it be rigjit to call 
deposits money, because they diminish the ne- 
cessity for resorting; to the use of coin and 
notes under certain etroumstanees, it is equally 
proper to give the same appellation to that mode 
of economizing it, which is pnobably far more 
efficacious, and which has been just pointed out. 
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It seems impossible to aBcertaio the extent to 
whieh money is displaced^ or rendered unnecesr 
sary, by the use of deposits, as a means of adjust- 
ing transactions in this country. Assuming, as is 
probable, that the deposits with banks aii4 
bankers throughout the United Kingdom. do not 
fall short of 100 millions, and that the n>ini«mm, 
which, as explained before, can upon, no pre- 
tence be assimilated to mcmey, is 70 millions, 
there will remain 30 millions as the sum which 
passes frequently from one n^jne into another, 
and which alone c^n occasion any eqonoipy tn 
the use of money. 

There are many other things b^des^ those 
already examined, which occasionally afford the 
means of payment, and thus perform certain 
topnetary functions— *amox^ them may be enu- 
merated Exchequer Bills, India Bonds, Dock 
Warrants. In short, all transferable debts and 
securities are or may be thus used ; but as the 
influence of these minor economizing expedients 
is inconsiderable, it would be useless to say more 
about them. 

It is now desirable to make some remarks on 
the influence of the banking expedients, in par* 
ticular, espemally as respects deposits, and the 
machinery of the ClearingrHouse, or analogous 
contrivances, on prie^ and interest. 

It has been already shewn in the first part of 
this pamphlet that the talne of the precious me* 
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t^ls in each country, and the proportions in which 
tbey are distributed, result from well-known 
lawis, and that the introduction of paper-money 
instead of coin, in a given country, renders a 
certain portion of the coin unnecessary, occa- 
sions its exportation and distribution among 
other countries, and a slight depreciation in its 
general value as compared with commodities ; 
and it i» most important to observe that this effect 
is not confined merely to the country where the 
paper^money is issued, but is universal and almost 
equal. 

From this it necessarily follows that even an 
issue of Bank-noteis, if strictly convertible, al- 
though they represent and replace an equal 
quantity of coin, does not affect general prices 
except transiently and to a slight degree ; and 
this is equally true of the banking expedi- 
ents, the employment of which occasions an 
additional economy, not merely of coin, but 
of Bank-notes, although to a much less than 
an equal corresponding amount. The money 
value of commodities in each particular coun- 
try is fixed by the cost of procuring gold 
and silver, and the final balance of payment 
betwefeh different countries is adjusted by an ex- 
portation of the precious metals. This principle 
is universally true, and does not in any degree 
depend upon the relative extent in which the 
use of the precious metals may be economised 
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by a resort to banking substitutes. The de- 
gree of economy may vary gr^tly in different 
countries at the same time, and in the same 
country at different times. Still the general law 
universally prevails, and beii^ founded on the 
very nature of thingSy although it may be dis- 
turbed, it cannot be abrogated even by legislative 
interference. 

It may here be observed that there is a marked 
difference between the effect produced by Bank- 
notes on the price of commodities, and that pro* 
duced not merely by those which I have termed 
the banking expedients, but by the economising 
expedients in general. Bank-notes being by 
law or custom a general instrument of ex- 
change, or in other words, being really money, 
the range of prices dependent upon their 
amount can only be checked by their conrertibi- 
lity at the will of the holder, under the action of 
the foreign exchanges ; while any variation in 
prices connected with the employment of the 
economizing expedients is exposed to control, not 
only from these causes, but also from the real 
amount of circulation or money existing at the 
time, taking coin and Bank-notes together. On 
the whole, then, it would seem that the econo- 
mizing expedients, however great the extent to 
which they may increase the efficiency of a given 
quantity of money, can have but a trifling infiur 
ence on general prices. 

With respect to the effect of the banking ex- 
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pedients on interest, it must be recollected that 
interest is ordinarily paid for the loan, not of 
money, but of capital, and that it depends 
upon the gain which may be made, or upon 
the loss which may be avoided, by the ob- 
tainment of capital. Interest has no perma* 
nent and necessary, but merely a temporary 
and accidental, connection with the amount of 
circulating medium, in which, generally speak- 
ing, loans are made. The currency may even be 
depreciated by excessive issues, as was the case 
in England during the war, and the rate of 
interest may at the same time be high ; or the cur* 
rency may be appreciated by restricted issues, as 
about 1822, and interest nevertheless be low. 
Still during a period of contraction it will almost 
always happen that interest will rise, and that 
it will fall during the progress of expansion. 
The circumstance that paper-money in this coun- 
try emanates from bodies which perform the 
ordinary business, of banking, and is usually 
advanced in loans upon securities bearing inte- 
rest, contributes materially to this result. 

Interest is the consideration paid for the 
loan of capital ; the contract, it is true, is in 
most cases made nominally in money, because 
money, as being the general sign and representa- 
tive of value, is the medium through which the 
command over the capital is transferred from the 
lender to the borrower. The interposition of 
credit may facilitate the distribution and even 
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alter the destination of capital^ but it can have 
no direct influence in augmenting the actual 
amount of capital, and therefore it cannot directly 
affect the consideration paid, in the form of in- 
terest, for the use of capital. The banking ex- 
pedients are mainly built upon the basis of credit; 
they are various forms assumed by credit when it 
comes into practical operation, and what is true 
of the interposition of credit generally is spe- 
cially true of these particular forms of credit. 
They are important agents in the distribution of 
capital, but it is not easy to perceive in what 
way they can produce any direct or permanent 
effect upon the consideration which is to be paid 
for the use of capital. 

Still it must be allowed, that as respects the 
money-market, the banker's domain, the rate of 
interest depends upon the proportion between 
the means of those who wish to lend, and 
the wants of those who wish to borrow money 
or its equivalents. From this it follows that 
the banking expedients may produce a great 
temporary effect, espeicially in times of high 
confidence, by increasing the number of lenders 
and the extent to which they may have the 
power of lending, and they produce this effect 
in various ways; at such periods bankers are 
disposed to trade on a smaller proportional re- 
serve than in more troubled times; they will 
open credits more readily, and both the credits thus 
created and those arising from coin or notes paid 
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in have a tend^icy to mulliply themselves iu the 
way pointed out by Mr. Peonington* Still thia 
superstructure is fouoded, aud ultimately limited^ 
by the real capital of the country^ by a compa* 
rison betweea the waots of those who are desirouff 
of borrowiog, and the means of supplying these 
- wants existing in the hands of those willmg aod 
able to lend. 

On the whole it appears that the extensive use 
of the various economizing expedients in this! 
country y where they are employed to so eoor* 
mous an extent, may produce oocafdonally very 
striking phenomena. They and the use made of 
them are commonly pointed out by the phrases^ 
— the state of credit, low credit, h^h credit, &c.y 
and w« often see, without any altemtion in the 
real money of the country, great changes take 
place in the state of the money-market and of 
the prices of particular commodities, and of even 
classes of ccmimodities. . Thus the phrenty ofi 
1 825, setting aside the moral epidemic that pre*; 
vailed, was probably even more connected with 
the state of credit than with any real, increase .ijou 
the circulation ; and we have often observed) 
prices and interest strongly affected byprec^ur; 
tionary measures on the part of the Bank, wh^n;: 
these did not really diminish the quaatity of 
money ; indeed^ this is the usual, and often the^ 
most useful,, effect of such measureSi 

And h^re it may be proper to jremark how. 
great is the utility of a well-regulated currency 
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in limiting tbe use of credit in such a way as 
renders it on the whole most advantageous to 
the community. An increase of Bank-notes at 
an improper time and to an improper extent, by 
wdiich h mean at -a time and to an extent whieb 
would . not have ocenrced with a metallic eur««' 
mney, affibrds' the basis £br an barged amount 
of bills of exchange and other instruments ol 
cKdity vrkick lipbolds prices unnaturally until 
the tide turns, and then tbe reaction is violent 
and unnatural in a corresponding degree. 

With a we}l**managed paper circulation the: 
economizing expedients would produce no more 
effect than with a me^Uic circulation. With 
both there would be a certain elasticity in the 
currency, cluefly owing to the action of credit id^ 
its various forms. 

There is one more observation which I should 
wish to make before I terminate this portiop of 
my labours. Its importance will, I think, entitle 
it i^ your most serious consideration. 
' : AH . tile econoftiiaang expedients would exist 
w«s there no such thing as a Bank-note in the 
wwid. In such a estate of things individuals 
wioukl net off the articles they supplied to €acb: 
other as they do now, and once a year or ofteher- 
would pay the balance in money. Debts would 
be diqutdated vihrongfa the niedium- of bills of 
exchange. Banked wduM deceive deposits 1*-^ 
imbnrsable on dem^ilKl; Would kee^ otity a small 
reserve in money to meet them, and in adjust- 
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ing their transactions would resort to transfers in 
their own books, and to the Clearing-House, or 
analogous contrivances, whenever by such means 
they could avoid the costly necessity of employ- 
ing coin. In such a state of things, moreover, 
bankers and their customers would not always 
act wisely. The trade in money, like other 
trades, would be occasionally out of joint, al- 
though not probably so often or to so great an 
extent as now. These evils, like corresponding 
evils in the ordinary affairs of commerce, might 
be more or less remediable, might or might not 
require legislative interference. But should we 
then find persons who would call all the eco- 
nomizing expedients money; who would con- 
found them with coin, under one common 
name, and declare that no good could arise 
from rectifying the standard of the sovereign 
or the guinea unless all these things were 
also placed under legislative regulation ? I can 
hardly imagine that in this case such a pro- 
pointion would find many supporters. Yet surely 
there is no real difference between the opinions 
involved in it and those which are now urged 
against all proposals for the removal of the evils 
incident to our existing system of paper issues^ 
because those who propound these curative mea- 
sures leave out of their view the economizing 
expedients. 
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PART III. 



CONCLUSION. 

It is now time to conclude my task by a short 
summary of the principles laid down in what has 
preceded, to which a few general reflections on 
the matters discussed, and some remarks bearing 
upon the legislative enquiry now in progress, 
will be added. 

It is a trite observation, but not therefore the 
lesB true, that a large proportion of all disputes 
are merely verbal, and it is very possible that 
some of my readers may be unwilling to agree 
to my proposed division of all things capable of 
discharging monetary functions^ into money, and 
the meatis of economizing it, who might never- 
theless agree with me as to the practical results 
which I consider as connected with that doctrine. 
Such persons might say — We think it logically 
correct to call all things, possessing in a great 
degree the same qualities and powers by the same 
name; and as deposits and bills of exchange 
actually discharge a vast amount of debt with as 
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much facility as gold or Bank-notes, we con* 
sider them equally entitled to the appellation of 
money or circulation ; at the same time we allow 
that they are not to the same extent, if at all, 
within the controlling power of the legislator^ 
and that an attempt to regulate them would do 
more harm than good ; and we therefore ac- 
quiesce in your proposal to leave them to be 
managed according to the suggestions of indivi- 
dual self-interest, and to concentrate the atten- 
tion of the Government on Bank-notes, with a 
view of placing their issue upon the plan most 
conducive to the public interest. 

It is plain that my difference with such per- 
sons would not be material, so far as respects the 
duty of the legislator, although I should still 
maintain that, in a scientific point of view, I 
am right and they wrong, for reasons which 
have been given already ; and moreover that, 
speaking practically, it is eminently convenient 
to apply different names to things which vary in 
so essential a point as that of being susceptible 
of legal control or the contrary. Passing over 
all other discrepancies between money and its 
substitutes, I should add that the line of divi- 
sion which I have chosen is also that of the 
provinces of the Sovereign and of the trader 
in money; it being the business of the former 
upon the rule of public utility to issue and 
regulate the coin and its immediate substitute, 
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Bank-notes, while full power is left to the 
latter to deal with the gold and paper thus 
put into circulation in any way he may deem 
most advantageous, or to dispense with them 
altogether, when circumstances allow. But to 
proceed. 

Money is that commodity which forms the 
universal representative, standard, and measure 
of value, and medium of exchange; consequently 
all persons are willing to receive it at all times 
and places, and to any amount great and small, 
in the discharge of debts, and in payment for 
any articles they may be willing to sell. 

Metallic money answers to the above definition 
with the greatest accuracy, as its value is in- 
trinsic and unalterable by law or mismanage- 
ment on the part of issuers, except in a very 
inconsiderable degree, and as being current 
everjrwhere. No legislative interference in what 
relates to coin is therefore necessary, excepting 
in so far as may be requisite to make it con- 
venient in point of size, &c., to determine the 
choice between gold and silver as a standard, and 
to guard its purity. 

Bank-notes are to be considered money, be- 
cause they perform locally, though not univer- 
sally, all the functions of an equal amount of 
coin, being either by law or custom a means of 
discharging all pecuniary liabilities. They are 
either national or provincial according to the 
nature of the bodies from which they emanate, 
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and the sphere of their circulation ; they possess 
little or no intrinsic value ; their value in ex- 
change arises from the limitation of their amount, 
that is, from their being issued only in limited 
quantities, or from their being convertible into 
gold and silver at the will of the holder. 

On the other hand, the value of coin, although 
it is dependent at any given moment on the 
demand and supply, is ultimately regulated by 
the costs of producing gold and silver. This 
circumstance and the respective demand, and 
means of paying for, the precious metals, on th^ 
part of various countries, causes their distribution 
among nations in certain proportions; these pro- 
portions however never remain fixed for any con- 
siderable period, but vary so as, on the whole, 
to leave the interchange of other comlmodities in 
the same state as if it were merely barter. 

From the circumstance that Bank-notes possess 
no intrinsic value, and that a profit is derivable 
from their issue, a temptation necessarily arises 
to issue them to the greatest possible amount; 
hence the necessity for special regulations ap- 
plicable to them, and to the institutions which 
supply them, — the most essential condition being 
that they should be always convertible. 

Injurious consequences may occur when a 
paper^circulation, without being really uncon- 
vertible, is subject to discredit, or when it de- 
viates in point of quantity from the coin which 
it represents. To secure these essential con- 
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ditioD3> — vii. that Bank-notes should be, 1st, 
convertible ; 2dly, as little as possible liable to 
discredit ; 3dly, at all times of the same amount 
as the coin, which would necessarily circulate in 
their room were they withdrawn, — should be the 
great aim of all legislation with respect to the 
currency. 

Such legi3lation will be found most easy and 
effectual when the Government confines the issue 
of Bank-notes to a single institution; and the 
difficulty of placing the issue of paper-money 
under proper regulation will increase with the 
augmentation in the number of issuers* 

In addition to the multiplicity of issuers, a most 
important source of evil in our present system of 
paper-issues arises from the union in the same per- 
sons of the business of creating iQoney with that of 
banking in general, the principles upon which each 
ought to be regulated being totally different, and 
the motives by which the parties conducting those 
respective employments ought to be influenced, 
being positively in opposition to each other. 
Such are the most important reflections, which 
arise from the small sketch I have laid before you, 
of the nature and functions of money. 

But I have endeavoured further to explain 
the principles upon which, in order to avoid the 
expense of employing money, mankind make 
use of various contrivances, the most important 
of which are sets-off, and transfers of credit of 
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various kinds, and that some of these, from their 
falling peculiarly within the operations of the 
banker, may be aptly termed the banking expe- 
dient, for economizing money. 

The pecuniary transactions of society are at 
every respective period adjusted by means of 
some certain amount of money, aided by the 
economizing expedients. The range of general 
prices, other things being equal, depends upon 
the quantity of money. The economizing expe- 
dients are at all times introduced to the utmost 
practicable extent, it being the interest of money- 
dealers, and in fact of every body, to substitute 
them for money whenever it is possible so to do. 
A change other than temporary and partial in the 
relative proportion in which money and its sub- 
stitutes are made use of, implying as it does a 
great alteration in commercial habits and usages, 
is always slow in its progress. As it consists 
chiefly in a more extended use of credit, it can 
scarcely at any rate be co-existent with commercial 
pressure when credit is low. Hence it follows 
that the apprehension expressed by some persons 
that the effects of a proper contraction of Bank- 
notes might be defeated by a more extensive use 
of bills of exchange, &c. is unfounded. 

These economizing expedients have the effect 
of rendering a much smaller amount of money 
sufficient for effecting the interchange of commo- 
dities and the adjustments of pecuniary contracts 
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than would be required were such expedients 
not introduced. But neither any one of them, 
nor the whole taken together, enable us to dis- 
pense entirely with the use of coin and Bank- 
notes ; on the contrary, they all imply the exist- 
ence of money; nor do they answer to the de- 
finition I have given of money, for they are not 
an universal representative, standard, measure, 
and medium of value, and therefore in universal 
demand like coin, nor do they dispense with a 
quantity of coin exactly equal to their own 
amount, like Bank-notes. 

The effect of these economizing expedients on 
general prices is trifling and transient, although, 
when concentrated on a small number of articles, 
it may be more considerable; it is usually re- 
ferred to when in common parlance we talk of 
credit, as the state of credit, high credit, or low 
credit. Prices are ultimately regulated by the cost 
of production as valued in the precious metals. 

It would be altogether unwise on the part of 
the Legislature to attempt to regulate the econo- 
mizing expedients by any direct interference with 
the free agency of those who employ them. All 
mankind are not endued with wisdom, and 
some part of the community will occasionally 
use them indiscreetly ; but the same thing ngiay 
be said of commerce in all its branches ; miscal- 
culations are common among traders, and ruin is 
frequently the result. Still on the whole it is 
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found best to leave them to act under the dictates 
of their own views as to the course most condu-. 
cive to success. Universal experience shews that, 
a contrary line of legislation is inevitably inju* 
rious. The doctrine of free trade applies no less 
forcibly to the business of the banker taken in its 
widest sense as a general dealer in money than to. 
all other traders. 

The above line of argument has be«i used as 
an inducement to the Legislature to abstain firom^ 
all interference with either the whole or a part of. 
the issuers of Bank-notes, but the cases are mA, 
paralleL The line of distinction will be clear to 
all who have read what has preceded. In some- 
countries unregulated issues of paper-money have 
been allowed for a short period, but the conse*^ 
quences have been such as to call speedily for the 
enactments of restrictive laws. The only ques- 
tions now in debate are, who are the persons, and' 
what the processes which ought to be brought 
under the operation of these restrictive laws ? 

But, although we cannot regulate the econo- 
mizing expedients by direct legislatioui we have 
means indirectly of keeping them within the^ 
limits of healthful action by maintaining a proper 
control over the circulatioo^ for experience evinces^ 
that the amount of money has a most important 
influence upon them, being as it were the foun- 
dation on which they are built By duly regu- 
lating the amount of money, we take the really 



leg^fitnate knd most cfffecttial meaiis to enhidt 
a coiresponding regulation of th^ ecotiomizing 
eipedients. 

If the above Views be correct, I fear it must be 
allowed that a large portion of the valuable time 
df the Committed of the House of Commons 
during the last session was altogether wasted^ 
being devoted to inquiries which at the best 
could lead to no profitable result. The subject 
to the" investigation of which the attention of 
your Committee ought to be strictly confined, is 
the means by which a circulation constituted of 
paper notes, issued as direct substitutes iti the 
phce of metallic coin, can be preserved at d\\ 
timei of the same value as such metallic dur- 
rency ; in other words, by what regulation of its 
amount there can be permanently secured to 
paper notes an artificial value equivalent at all 
times to the intrinsic value of the coin they 
represetrt. If this be accomplished, it is deaf* 
that the economizing expedients will be undis^ 
turbed ; that they will exist under a mixed cir- 
culation of coin and notes, provided the notes be 
subjected to the requisite regulation of amount, 
to the same extent and in the same form as they 
wouM exist under a purely metallic circulation; 
Whitever, therefore, may be the interest or Im- 
portance which attaches to an inquiry into the 
nature and effect of the various economizing ex-- 
pedients, it is perfectly distinct from the inquirjf 
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which alone it was the intention of the House of 
Commons to institute, into the effect produced 
upon the value of the circulation by the issue of 
notes in the place of coin, and the regulations to 
which the power of issue ought to be subjected for 
the purpose of securing with unfailing certainty 
at all times the convertibility of the notes so issued 
into the coin of which they are the substitute. I 
ardently hope, for the sake of the country at large, 
that an altered course will be pursued when Par- 
liament reassembles, and that the endeavours of 
yourself and colleagues will be confined to an at- 
tempt to place the issue of Bank* notes upon such a 
footing as the general good requires. I individually 
feel the most perfect conviction that this end can 
never be attained unless they are made to oscil- 
late precisely in the same way as a metallic cur- 
rency would oscillate did they not exist. All I 
have heard or read combine with much reflection 
to produce this opinion in my own mind ; and 
being persuaded of its truth, I ardently desire 
that it should gradually make its way with the 
public. 

However, even should the Committee agree with 
me upon this great principle, its task will be far 
from easy. A single issuer might be readily dealt 
with, but how are we to deal with five hun- 
dred? How are the honest prejudices of one 
part of the nation and the feelings of self-interest, 
well or ill founded, of another part to be over- 
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come ? These indeed are difficult questions, the 
solution of which I must leave to you, satisfied 
if I have in any respect contributed to the re- 
moval of erroneous views respecting the subject 
matter of your inquiry, and by clearly defining 
its true boundaries have in any degree facilitated 
the efficient progress of the investigation. 

In what has preceded, your perfect acquaint- 
ance with the matters discussed will lead you to 
remark, that I have touched but lightly on several 
subjects of considerable importance. The com- 
plete elucidation of these subjects would have 
caused this letter to swell into a bulk which the 
patience of but few readers will tolerate in a pam- 
phlet. There are some points indeed, on which 
I have much to say, but which I have passed 
over almost without notice, from the apprehen- 
sion, that even an imperfect sketch would carry 
me too far. To one of these, I will now however 
allude, in order to secure myself against all danger 
of misconception. It appears to be the present 
opinion of a considerable portion of the public, 
that mercantile excitement, an exaggerated spirit 
of speculation, and their painful consequences, 
always take their origin in mismanagement of the 
currency. This doctrine is very consolatory to 
the self-love of those, who, having bought at high, 
are compelled to sell at low prices, or whose 
commercial operations have been otherwise un- 
successful. But such is not my opinion. I am 



86 

firmly persuaded, thfit these eyik would contmae 
to appear from time to time, was the currency 
placed under the most perfect regulaticm that 
human ingenuity could devise ; and that our ex* 
isting system of paper bsues, which is doubtless 
very far from perfect, only intensifies mischief of 
this kind, the origin of which is to be sought for, 
either in uncontrollable acddent^ or in the igno- 
rance and blind presmnption of some-^in the 
over-sanguine hopes or irrational«fkars of others-** 
in a word, in the general imperfection oi our 
human iotelligence. 

I have the honour to be, 
My dear Sir, 

Your most obedient servant, 
GEORGE WARDE NORMAN. 

Bromle^j %Oth /afftmry, 1841. 
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NOTES. 



A. 



ON THE REPAYMBNT OF DEPOSITS. 

It has been my object in the preceding Letteri 
while unfolding my own views, to avoid as far 
as possible all controversy with those who main- 
tain opposite opinions. I have adopted this 
course in order to avoid the evils of prolixity 
and confusion ; but there are one or two points 
so important in public estimation, which the 
above plan excludes from all but an incidental 
notice in the body of my pamphlet, that I have 
thought it desirable to make a few observations 
upon them in the shape of appraded Notes. 

The first of these is the nature and effect of 
the cancellation of credits arising from deposits 
in the books of an issuing bank. I have shewn 
that such credits, while they continue to exist, 
can be employed to economize money only in 
two ways : — 1 . by being transferred from 
ii to £ in the books of any given banker ; 2. 
by means of a set-off between any two bankers. 
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I have also shewn that deposits arc available 
so far, whether in the hands of issuing or of 
non-issuing banks. It seems then that all agree 
that this use of deposits does not entitle them to 
be considered as currency, circulation, or money. 
Now let us suppose that a deposit is withdrawn 
from a non-issuing bank by means, not of a 
transfer or set-off, but through a band Jide pay- 
ment in coin or Bank-notes ; it is certain that 
the money adjusts the transaction, and not the 
credit in the banker's book ; that the banker 
out of the existing money of the country must 
find the means of discharging his debt, and 
that he will do this either by taking from his 
reserve, or by parting with some available secu- 
rity should his reserve be insufficient, by recall- 
ing a loan, or by borrowing. So fiir'all seem 
agreed, and it follows that in a country 
where the currency is metallic*, or where the 
paper emanates from an instjitution which does 
not carry on banking business, no deposits 
are to be considered as circulation or money. 

Now, then, let us advance a step farther, 
and imagine the case of an issuing bank, the 
business of which is divided, and which manages 
its banking department as an ordinary non- 
issuing banker would do, and its circulation 
department on the principles which I should 
consider correct, by making its notes vary as a 
metallic currency would vary. Surely this state 
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of things does not really differ from the last; 
there is a variatioii in name, but nothing 
more. 

But suppose that the bank in question, when 
called upon to repay its depositors, has no suf- 
ficient reserve available for that purpose, is unwil- 
ling or unable tt) realize securities, and therefore 
resorts to an issue of notes uncalled for by the 
state of the circulation, as the means of fulfilling 
its banking obligations; — should we on that 
account be entitled to call all deposits with 
issuing banks money ? Surely not, unless we 
mean to confound under the same name things 
very dissimilar in their nature. If^ however, 
any one of my readers should choose to call 
deposits thus mismanaged money or currency, I 
should not quarrel with him, as the dispute 
between us would be merely verbal, supposing 
him to agree with me in the previous steps of 
my analysis. At any rate it seems perfectly 
clear that those who do not class the deposits 
of all bankers as money, cannot consistently- ex- 
tend the term to those of issuing banks properly 
regulated. 

There exists a class of popular objections to 
my views of this subject, which are n&ually em- 
bodied in such questions as these: If I have a 
Bank-note in my pocket for £1000, is not that 
money? If I lock it up in my strong box, is it 
not money ? If I pay it into my banker's, does it 
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ceese to be money ? h not, therefiore, ix^ deposit 
with tbe banker m quefltion money ? 

To these questions I should answer that the 
Bank-note continues to be money in whoaoerer 
hands it may be found, but that when deposited 
with a banker it ceases to belong to his customer, 
who takes in exchange for it a credit in the 
banker's book, and that this is a pkm matter of 
Ikctf the denial of which imrolTOS one oS two 
assumptions, both of which appear to me bom^^^ 
pletely erroneous, viz* either that a Bank-note 
which passes into the hands of a banker ceases to 
be money, or that the malting a deposit donbi^ 
pmtanta the amount of money in exktence. B^ore 
it was made, there was only the cash which givea 
rise to it; afterwards ^re is th^ cash and an 
equal amount formed by the liability of t^ 
banker to the depositor* 

But here I should be asked, Cannot the depo^ 
sitor do with his deposit exacdy what he coxrU 
faare done with bis note, supposing that h& had 
retained that in hie own passeaaioo? I mply 
probably so, that is to say^ if the amonat of ihe 
deposit be not already appropriated and if the 
banker is solvent, but not otherwise, and that one 
of the interrogator's mistakes on the subject con- 
sists in his regarding that as certain, which is^ in 
fact, only contingent ---contingent upon the main* 
tenance of the established habits of business, under 
which experience shows that a reserve in money 
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of twenty to thirty per cent, is usually sufficieat 
to meet the demands arising from a deposit bnsi* 
ness in this coimtry* 

In short the reserres of bankers, consisting of 
notes and coin, are as much money as the sove- 
reigns or shillings in the pockets of the public ; 
but the credits in the banker's books are not 
money, although they may be used, under parti* 
cular circumstances, when money would other* 
wise be emploored. 

When a deposit is drawn for^ the payment is 
made in money, that motley hw^ already ia 
existence and reckoned in the circulation ; if the 
banker's reserve be insufl&sient^ the de|^itorew«*. 
not be paid. 

Deposits would exiat in the same manner as at 
present was the currency purely metallic ; no one 
maintains that in that case they could with pro*^ 
priety be termed money ; the Qnly difference in 
point of principle between such a state of things 
aoid the present is, that we have now issuing 
banks, who occasiondly create notes for the ex*- 
press pucpose of paying tfa^ depoiitois* 
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B. 

On the proposal that the Bank of Eng- 
land SHOULD KEEP A VERY LARGE BULLION 
RESERVE, AND SHOULD ABSTAIN FROM CON- 
TRACTING ITS ISSUES AT THE COMMENCE- 
MENT OF A DRAIN. 

Some gentlemen of high authority have given 
it as their opinion, that under certain ciFOum* 
stances the Bank of England, in the event of a 
foreign drain, ought not to contract its issues to 
an extent equal to the loss of treasure, bat thai 
it should remain passive for some time, and zMow 
the notes returned upon it for gold to go forth 
Qgain in the shape of loans or discounts, or in 
the repayment of depositors. In order to pre- 
vent the danger of a suspension of payments 
under such ctroumstances, they propose that a 
very high armount of treasure should be amassed 
at a period of favourable exchanges, say fifteen 
millions, instead of ten or eleven, as heretof<»re. 

The above system of management appears to 
me to be opposed to sound principle and full of 
peril as respects the maintenance of specie pay- 
ments. As far as respects the first objection, I 
need merely remark that in my view a metallic 
circulation is to be considered the type and model 
of all others, and that if these deviate from it in 
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any respects other than cheapness and conve- 
nience, they are so far erroneously managed. 
Now it is clear that a foreign drain, however 
arising, would always diminish, pro tanto^ a me* 
tallic currency. 

To prove my second point 1 will take the case 
of a sudden demand upon England for a foreign 
payment to the extent of five millions sterling, 
the currency having been previously in a whole- 
some state, and the Bank having a metallic 
reserve of fifteen millions. Now, then, the Bank 
is to part with five millions of sovereigns and to 
re-issue an equal amount of notes ; and what will 
be the result, — simply a fall in the value of 
money, coin and notes together, in the genera) 
markets of the world. The sovereigns exported 
will be added to the currencies of other countries, 
while that of England will not be diminished. 
A sli^t increase, indeed, will ultimately take 
place in it equal to the per-centage added to the 
foreign circulation before a perfect equilibrium 
can be attained, but this would be so small that 
it may be neglected in the present sketch. At 
any rate there would be no reason why the lost 
treasure should return ; in fact, it never couM ne- 
cessarily be brought back except by a proportional 
contraction of the paper-money in England. 

We should thus be left in the same state as 
before the foreign demand occurred, except that 
the Bank had ten millions of treasure instead of 
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fifteeii ; aiid U k ^lear, Without r^ftting tk# 
statemetif givett in th^ last paragraph^ that new 
demands for foreign payment would soon arisen 
and that if similaHly treated they woold lead to 
the same result, and ultimately render a suspen- 
sion of specie payments inevitable. 

tt matters nothing to the question whence the 
drain proceeds, whether from what is considered 
the natural march of commerce^ overMSsue, a 
h^ harveift, foreign loans, or war ; the efkck on 
the English currency in all these cases would be 
the sam^ 

But some of those gdntlemen whose opinioM 
I now impugti allow that when the Bank reserve 
had been diminished to ten millions, the drain 
continuing, it would be necessary to contract the 
paper in equal proportion to the loss of gold* of 
faster, i agree with tfaem in tlus^ but can see 
nothing but evil in the opposite system of 
management^ which they consider applicable to 
the previous state of things. 

It will probably be urged by my opponents 
that they do not mean to let the first five millions 
of gold quit the coffers of the Bank for evei« — ^ 
that they intend to bring them back by some meslns 
or other in order to restore the institution to its 
normal state. To which i reply that they can be 
recovered only by a proportional contraction, and 
that the difference between us consists in this ; 
tbey advocate a contraction connected with the 
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atate of the mooey-market, unc^tain in point of 
time and intensity, and dependent on the fancy 
or caprice of those 4vho have to administer the 
currency; while I think that the cpntraction 
should be connected with a self-acting machinery, 
that it should be regulated simply by the state of 
tbe English currency^ compared with that of the 
Qurrencies of other cottntries as tested by the 
exchanges^ in other words, that it should exactly 
conform to what would occur had we only metal^ 
lie money. 

On the whole, then, it seems to me that a 
metallic reserve of fifteen millions, while it would 
considerably increase the expense, and thus di-^ 
minish one of the advantages of a paper currency, 
would afford no security for the m aintenance of specie 
paymentsif unaccompanied by a system of manage-- 
ment conducted on oorrency in opposition to 
banking principles, aod that if the former be 
aocurately followed out, a much less reserve will 
afford ample security for the convertibility of the 
paper*money« A system of mint-notes would, in 
my view, be almost as cheap, and in other 
respects for superior to the scheme here criticised. 

In this note I advisedly pass over the question, 
Should the treasure in the Bank of England 
increase and decrease in equal proportion with 
its own notes or in equal proportion with the 
whole paper-money of the country ? 
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C. 



On the question as to what should be con- 
sidered CIRCULATION OR MONEY. 

The above question has excited more atteatiea 
than its intrinsic importance deserves, for after 
all, in most cases, the disputes about it are chieily 
verbal. 

The most easy and natural way of solving it 
would seem to be to look in the first instance at 
the state of a country having a purely metallic 
circulation. In such a country there would of 
course be merchants who would draw and accept 
bills of exchange, and bankers who would re-* 
ceive deposits, still nobody, that I am aware of, 
maintains that there would be any oth^r money 
than the coin. Mr. Condy Raguet, who differs 
from me in some of his views as to this point, in. 
his *' Treatise on Currency and Banking," says 
expressly, p. 184, that " In countrie/s at the pre- 
" sent day, which carry on their affairs without 
** paper money, gold and silver are the only cur- 
" rency." Let it be observed, that under suqh 
circumstances, all the economizing expedients ex- 
plained in the second part of this pamphlet, all 
the vast machinery of transfers of credit, and 
sets-off, might exist, and be fully employed. 

Now then, let us imagine a portion of the coin 
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wtdidrawn, and replaced by an equal amount of 
Bank-note^. Would not the paper thus issued 
perform all the function^ previously performed by 
the gald and silver, and merit the same appella- 
tion, and would there be any reason for applying 
die term money to any thing else which although 
previouisly existing had not been so denominated T 

The only diffei^enee between the stat^ of things 
described in the last paragraph and that which 
aibtually exists in England or America, is that the 
paper motley of these countries is not at all 
times of precisely the same amount as the coin 
^ich itiight replace it would be ; but that 
owing to mismanagement on the part of issuers, 
owing to their circulatibn being regiilated on 
banking and not on currefncy principles, their 
BGteflT are sometimes a little higher, sometimes a 
little Icrwer in amount, thah wdiild be the case if 
th^ varied preciseily lik«e a metallic circulation. 
Now r catmot conceive that this difference can 
at once transmute all or any of the economizing 
expedients iirto actual money, t do not see why 
We should in this itistance introduce into our 
phraseology the great secret of the alchymists, 
aiMl cotavert' into gold things which were not pre- 
viously considered- to possess the essential quali- 
ties of money. 

What his preceded enables me to answer the 
question proposed as the subject of this note. 
The money of thii country consists of all the 
gold; silver, and Bank*notes either in actual cir- 

G 
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culation or in the reservies of th<& Banks ; it thus 
includes all the published retprns of the Bank o£ 
of England, joint-sto.ck and private baaksi with 
the exception of most of the Bank post-billi^ 
which are merely bills of exchange of indid>itable 
solidity, at short dates ; and it includes besides 
a certain amount of Bank of England jK>tes &ralr 
ing the banking reserve of that ei^abli3h4l6nt* 
These do not now appear in the ofl^iai w? 
turns of the circulation, owing to the foro) in 
which the returns are made, but would at oeQe 
he seen, was a separation of dppoitments to t^ 
place, or the paper issues to fall into the hands of 
the Government. 

Some persons maii^tain that a portion of the 
notes of each particular issuing body, not com- 
prehended in the present returns because ren 
maining in its own hands, ought to. be included 
in an enumeration of the current money of th^ 
country, as well as the reserve of the banking, 
department of the Bank of England i pierhs^s tO; 
a small extent this opinion is well-founded. Yet( 
I am inclined to think that at present the reservect 
of bankers are almost at a maximum, and that, i*: 
case the whole paper circulation was in the: 
hands of the Government, we should find that an- 
amount equal to that which now emanates . froo^; 
the provincial banks in the aggregate woiild suf- 
fice to supply their wants. On the whole, this 
question is not of such importance as to fnevit 
the extended analysis which might be requisite 
for its complete solution. 
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• la €oi»menlidg on the returns relative to the 
condition of the Banks of the United States, 
which have been laid before Congress, Mr. Ra- 
guet deducts from the total circulation, the item, 
** notes of othet Banks on hand,^' and the specie 
in the possession of the several Banks, because 
the fertaer must have formed the basii^ of deposits, 
or hftte been exchanged for their own notes; 
thfe latter, because it will be represented by notes 
issued, or by book credits, which Mr. R., under 
certain circumstances, considers to be circulation. 
Now, from what has preceded, it will be seen that I 
ftifffer from him. It seems to me that the gold and 
silver existing in the coffers of Bankers does not 
therefore cease to be money ; that this gold and 
silver forms a necessary part of the monetary ma- 
chinery of the country, and is as well entitled to 
the distinctive appellation of money, as the coin 
which is to be found in the tills of tradesmen, or the 
pockets of the public at large, nnd this whether 
the reserves are held against the notes or deposits • 
In the latter case, I allow that we should be 
wrong, if we were to call both the deposits and 
the feserves held ' against them currency, and 
Mr. R. escapes from the mistake by rejecting 
the reserves from his enumeration; I think it 
more consritent with correct phraseology to reject 
the book cfeditsi 

The above writer, however, clearly perceives, 
that all depoisits ' do not bear the character of 
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moBey^ but ooly those iaunejdiatelf 4waQ44M^j 
now, both in law and fi^ct, theae a prudent !l^jk#r 
would be prepared to in^et l^ a rea^ye ^;i^ 
nearly to their whple amcyint, $q ^hat» in tJbiif 
ease, there would hardly exia^ any subata^^ 
difference between U9. While he would c^r 
sider the book credits and not the feserye pf 
coin and notes held against them, as money, J ' 
should consider the reserve of coin and notes^ai^ 
not the book credits, as money ; and in th^ -WS^ 
posed case, where the r^serve of coin i^ p^uail to 
the amount of deposits, the result, so far a$ re^rf^ 
an estimate of the amount of the circulation or Cff 
the current money , notwithstandipg our diffftr^nt 
mode of arriving at it, will be the same. 

I have in a former passage alluded to the 
scheme of issuing Bank-nptos only to the ss^me 
amount as the gold or silver held against them i 
the scheme which would be realJEed, spppqsing 
the Bank qf Hamburgh w^re to abstaip frq^q 
opening book credits for the coin and bullion 
placed in its possession, an^ werf to put forth an 
equal amount of notes instead. 

I may be asked if in this case I should cal^ 
the notes, as well as the gold and silver, money ; 
and I s^nswer decidedly yes, and ^|pould explain 
|ny opinion by stating, that the laws of the insti- 
tution were such as to require a larger amount o^ 
money to perform a given quantity of ftion^ary 
functions than Vfouldbe wanted undrr a.diffeyr^nt 
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iystem. Ift th€ battle #liy ^ xxniet the existing 
Iff dtetn of paper issued in England and America, 
the amount of money required consists of the 
bank-notes plus the ttietallic reserve, the main* 
tetilince of the reserve beifig essential to secure 
MAVertibility; which is deemed necessary as ft 
matter of prudence and regulation, although 
taearly the .same amount of bank-notes would 
fMftntain their value, as compared with gold, if 
Absoltitely inconvertible. 

I li;lldW that this classification would be at 
fault, if I had considered the power of acting 
directly on prices at all times to be an essential 
quality of motley ; but this power does not enter 
ulito my definition of money, and an enquiry into 
what portion of the whole stock of money and 
dbOnomizing expedients at any given period does 
act directly upon the price of comModities would 
carry me too far, and possess little interest in a 
practical point of view. It is a subject which 
has tieeii frelquently touched upon, but nev^r 
subjected to a searching analysis. 



D. 



« 
The following tte Mne of the leading opinions 

which the author was desirous of enforcing in hia 

G 2 
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evidence before the Committee on Banks of Issue 
during the last session of Parliament^ and he taj^es 
this opportunity of stating them in a clear and 
precise form, in consequence of the heteroge- 
neous mass of irrelevant matter with which they 
are overwhelmed and obscured in the imbliabed 
Report. 

I. — ^That the real money of this country consists 
of the coin, Bank of England^ joint-stock, and 
private bank-notes, and of the banking reserve 
of the Bank of England. 

2. — That coin is the true type,x>f money, and 
that the term moi^ey can only be applied, 
without introducing confusion, to those things 
which, if withdrawn, must be replaced by an 
almost equal quantity of coin, and that baQk- 
notes alone fully answer to this test* 

3. — That bills of exchange, the Clearing-bouse 
and analogous contrivances, deposits, barter, 
truck, &c. &c. are expedients used for econo- 
mizing money, which they do to a great extent, 
but that they are imperfect substitutes for 
money, and cannot wholly rqplace it. 

4. — That the efficiency of these expedients in 

economizing mon^y at any giv^n tim^ mainly 

. depends upon . the state pf • cr^edit ; that <^ 
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iefforts made by issuing bodies, having a ten- 
dency to contract the circulation, although 
not producing any apparent eflPect in that way, 
may lead to a nearly similar result by creating 
more or less of distrust, and thus, diminishing 
the efficiency of the economizing expedients. 

5. — That the general level of prices in each 
country, other things being equal, depiends im- 
mediately upon the amount of money in that 
country, which is again fixed by the com- 
petition of different countries for the precious 
metals; and that the rate of interest depends 
immediately upon the demand for and supply 
of loanable accommodation in the money- 
market, and ultimately upon the gain that may 
be derived from, or the loss that may be 
avoided by, the use of capital ; but that the 
economizing expedients may produce some 
temporary effect upon both prices and interest 
when concentrated by a specialative action on 
a few commodities, or when, in a high state of 
credit, bankers are induced to open credits 
freely, or trade on small reserves. 

6. — That the supply of money and all incidents 

respecting it admit of precise regulation by 

the Legislature, tmt that any direct interference 

with the various economizing expedients, so 

•far as respects their monetary influence, would 
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be an injudicious infraction of the principles 
of free trade, and could only produce a ba- 
lance of evil. 

7.— -That the issuitig of money is the proper 
province of the sovereign; the use of the 
expedients for economizing it, the business of 
individuals ; that these functions are distinct 
in their nature;, aud that bo clear views, sound 
reasoning, or correct and useful legislation can 
exist when they are confounded. 

8. — ^That the best form of paper-money would 
be one in which it should be issued by a single 
body under the supervision of the Legislature, 
that body having nothing to do with ordinary 
banking businesst That of the notes thus 
issued, a certain fixed portion should be in* 
vested in dequrities, and the remainder in gold 
and silver ; and that the notes and coin should 
be exchanged for each other at the will of the 
public. The result being that the notes would 
conform to all the variations of a ilietallic cur- 
rency, and would only differ from if in being 
less costly and more convenient. 

9. — That with a system of competing issues, 
wcasional insolvency and discredit on the part 
of jsome issuers are almost unavoidable : that 
even could these be avoided, it would be 
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ulipoft impe^siUe to attain, M^tb aun^^us 
is^ue^y a perfect cpaformity to the variations 
o^ fi, ipetal^ic purreacy^ aQd even supposjog 
\hB,t difficulty to be overcoioe, we should o^ly 
have a state of things eqyal, but not svperiory 
to what be may r/eached by a siogle isjiue 
witbout any difj&ciulty at all. 

10. — ^That with the best conceivable currency, 
commerce would be subject to alternations of 
excitement and depression, but that its march 
would be more equable with a better monetary 
system than with that which now exists. 

11. — That for the due regulation of a paper- 
currency; a self-acting test is indispensably 
requisite, and that no other can be proposed 
so simple and efficacious as the free action of 
the public, in the exchange of notes for gold 
and gold for notes, under the influence of the 
foreign exchanges. 

12. — ^That the recent catastrophes in the monetary 
institutions of the United States should act as 
warnings upon the Government and people of 
this country, and induce them, while there is 
yet time, to arrest that course of increasing 
evil, which may otherwise be expected to 
arise from the continuance in the British 
Islands of a system so similar to that which 



